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“MY BOSS 
AGREES 

WITH 

ME!” 


The IBM Electric made a big hit with 
me the first time | tried it. Just a 
touch produces beautiful, uniform 
typing—no more “pounding a 
typewriter” for me! 


And is my boss happy. too! 
He says our new “IBM 
letters” are so distine- 
tive they build up com- 
pany prestige and even 
help to clinch some 

new business. | 

turn out my work 
in far less time. 
too, because it 
takes so much 
less effort. 
IBM “power 
typing’ has 
given my job 
—and me— 

a real lift! 





You can get more information and an IBM demon- 
stration by calling your nearest IBM office or 
writing to International Business Machines Com- 
pany Limited, Don Mills Road, Toronto 6, Ontario, 


IBM ELECTRIC 
TYPEWRITERS |... OUTSELL ALL. OTHER ELECTRICS COMBINED! 
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In this Issue 


R. M. WINGFIELD, C.A. 

In general, taxpayers are extremely un- 
certain whether they will be free from 
tax on what they consider to be a capital 
gain. R. M. Wingfield gives his views 
on this controversial subject in his article 
“Are Capital Gains Being Taxed?" and 
sums up the findings on a number of re- 
cent tax cases. By drawing the attention 
of readers to some of the conflicts that 
arise the author hopes that it will en- 
courage the profession to take a greater 
interest in the accounting aspect of the 
subject. 

Mr. Wingfield, who is a member of 
the Canadian Tax Foundation, has serv- 
ed on taxation committees of The Insti- 
tute of Chartered Accountants of Quebec, 
The Canadian Chamber of Commerce, 
and the Montreal Board of Trade. He 
was formerly with McDonald, Currie & 
Co. in Montreal and is now assistant 
treasurer of Consolidated Toronto De- 
velopment Corporation Limited. 


GRAHAM A. CHAMBERS, C.A. 

The continuous effort to recruit able 
young men into the profession is close- 
ly related to the quality of training given 
to these prospective candidates. For this 
reason, Graham A. Chambers’ article 
“The Present Educational Curriculum 
of the B.C. Institute” is of particular 
interest because the training system in 
British Columbia differs from some 
of the other provincial Institutes’ pro- 
grams. It is significant that the de- 
gree of success of B.C. students is 
considerably above the average for the 
rest of the country. 

Graham A. Chambers is certainly well 
qualified to write on this subject. For 
the past six years he has been a mem- 


ber of the British Columbia Institute's 
Educational Committee and during the 
last two years he has been a member of 
the provincial Institute’s Committee on 
Education and Examinations. He is 
comptroller of the Straits Towing Limit- 
ed and Pacific Salvage Limited, two of 
the largest marine towing and salvage 
companies on the Pacific coast. 


G. J. C. HODSON, C.A. 

Today, more than ever before, every 
aspect of operation in the paper and pulp 
industry, the largest creator of wealth 
for Canadians, is being approached on a 
highly scientific and efficient basis. Every 
detailed phase of woods-work from the 
size and angle of the undercut to the de- 
sign of the teeth on the saw is being 
studied so that pulp wood reaches the 
mill with the minimum of cost and ef- 
fort. The same policy is being employed 
after the processed wood begins its jour- 
ney through the mill to eventually be- 
come an unending ribbon of paper. 


G. J. C. Hodson, in his article" Ac- 
counting for the Pulp and Paper Indus- 
try’, deals not only with the manufac- 
turing process but sets forth the ac- 
counting requirements which have to be 
maintained through each stage of opera- 


tions. 


The author has had 20 years’ expert- 
ence in the industry and is treasurer- 
comptroller of Crown Zellerbach Can- 
ada Limited and Canadian Western Lum- 
ber Company Limited. He is a member 
of The Institute of Chartered Account- 
ants in England & Wales and was form- 
erly associated with P. S. Ross & Sons, 
Toronto and Peat Marwick Mitchell & 
Company, Vancouver. 
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ly. Full-size facsimiles of documents 
can be made in the reader—developed 
without a darkroom. 
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within your reach. For details, call our 
branch office listed in your telephone 
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Letters to the Editor 


Toronto, April 6, 1955 


Sir: The Research Department was ap- 
proached the other day by an accountant 
who wanted some help in applying the 
Bulletin 
No. 10 to a year of loss, and after sev- 


recommendations of Research 


eral false starts we were able to dredge 
up an explanation that suited him — and 
us. Perhaps it will appeal to other ac- 
countants having clients who were so 
unfortunate as to have suffered a loss in 
the past year. 

Case 1. 


allowances 


In a year of profit, capital cost 
excecded the depreciation 
charged, and a deferred tax credit was 
set up; this was followed by a year of 


loss. 


(a) If, in the year of loss, capital cost 
allowances are claimed in excess of re- 
corded depreciation (perhaps to get a 
maximum loss-carry-back), there should 
be an addition to the deferred tax credit 
equal to the tax on the excess, if the loss- 
carry-back is used to obtain a refund of 
prior taxes. If there is no loss-carry- 
back to the prior year, the deferred tax 
credit need not be set up, because the 
excess capital cost allowance in the year 
of loss mercly increases the loss-carry- 
forward which can be used to reduce 
taxes in the future similarly to the capital 
cost allowance which would otherwise 
have been available. There would be no 
logic in increasing the loss for the year 
simply because excess capital cost al- 
lowances had been claimed for the pur- 
pose of establishing a maximum loss- 
carry-forward; but if that excess is used 
to reduce a prior year’s taxes (by loss- 
carry-back) then the deferred tax credit 
procedure applies. 

(b) If, in the year of loss, capital cost 
allowances are claimed in an amount 
equal to the depreciation charge, there 
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WHEN A CLIENT 
NEEDS SPECIAL 
INDUSTRIAL FINANCING 


Chartered Accountants are often called upon 
by industrial clients to suggest appropriate ways 
to finance projects. Whether or not you have 
a particular case in mind you might find it 
worthwhile to be fully informed on what the 
Industrial Development Bank can do. 


The Industrial Development Bank does not com- 
pete with commercial financing institutions but 
is often the answer where circumstances pre- 
vent efficient financing by standard methods. 
I. D. B. analysis of plant, machinery or equip- 
ment requirements may result in a plan which 
makes a project feasible for standard financ- 
ing. Or it may prepare the way for an I.D.B. 
loan tailored to fit a particular need. 


lf you are interested in learning something 
about Industrial Development Bank procedure 
and facilities, enquire of: 


INDUSTRIAL DEVELOPMENT BANK 


MONTREAL * TORONTO ° WINNIPEG *° VANCOUVER 
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would be advantageous; should be able to guide in financial, tax, and systems 
and methods problems. 

Ability to meet people and assist in community efforts essential. Prefer 
married man. 

Apply in writing stating qualifications, experience, age, marital status, 
salary expected, to: 

JOHNSTON, EVERSON AND CHARLESWORTH, LIMITED 

Room 1608, 330 Bay Street, Toronto 
(Applications kept in strictest confidence) 
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Letters (cont’d) 


will be no change in the deferred tax 
credit, even though the loss is carried 
back one year to produce a tax refund. 

(c) If, in the year of loss, capital cost 
allowances are less than the depreciation 
charged, a transfer should be made from 
the deferred tax credit account to the 
credit of profit and loss account. 

The reader will have noticed that, in 
each of the three proposals, the words 
“in the year of loss” might just as well 
be omitted, since the procedure is the 
same as in a year of profit. In each case, 
also, where the loss-carry-back gives rise 
to a tax refund, the amount receivable 
as a refund may quite properly be set up 
on the balance sheet, but the deferred tax 
credit should not be offset as a contra 
account, since the refund receivable is an 
immediate claim against the Government 
of Canada, while the deferred tax credit 
is not an immediate liability. 

Case 2. In another instance, the issue 
may seem to be confused by the propo- 
sition that since the year of loss was 
1954, no deferred tax credit had ever 
been set up previously. It is quickly 
apparent, however, that propositions (a) 
and (b) still apply, and proposition (c) 
is of course impossible where no deferred 
tax credit is available. 

Other special cases will be met in prac- 
tice and accountants can render a service 
to the profession by writing a description 
of such problems and discussing their 
solution, either for publication or for 
the use of the Research Department. Per- 
haps those who accept such a responsi- 
bility will thereby avoid the challenge of 
the old couplet: 

Did a kind providence fashion us holler 

That we our principles might easier swal- 

ler? 


L. G. MACPHERSON, C.A. 
Research Director, C.1.C.A. 
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Sweetness 


N most love songs, “June’’ is general- 
ly made to rhyme with ‘“‘moon, croon, 
and swoon’’, but if the experience of the 
average Canadian family is any criterion, 
it should also be made to rhyme with 
“summer cottages soon’. Today, the 
hour of preparation is at hand. Mother 
is dieting so that she can get into the 
two-toned bathing suit she has just 
bought; the teenagers are busy trying on 
new pedal-pushers and Bermuda shorts; 
the little people are being taken down- 
town and fitted out with fresh sandals to 
scuff up (two sizes larger than last year’s 
pair by the way); Dad hauls a couple of 
oft-washed Hawaiian sports shirts out of 
the bottom drawer of the chiffonier and 
decides that they will probably do one 
more summer. 

Then comes the day of departure and 
the scramble ‘begins in earnest. School 
has closed at noon and the paterfamilias 
leaves the office a little early in order to 
take charge of the exodus. Fathers seem 
to fall into two groups at this time: the 
“Let's get organized’ group, and the 
“Lay an old sheet in the middle of the 
floor and toss everything into it’ group. 

A father of either variety is bound to 
be quietly grinding his teeth before the 
journey is completed. There will be a 
whole list of things which he definitely 
wanted to bring but which he is almost 
predestined to forget. As soon as he 
is out of town, he will remember his sun 
glasses which he left sitting on the hall 
table. It will not be until he nears the 
end of the highway that he will think of 
the new nylon casting line he bought 
specially the day before. When he ar- 
rives, he will have the alternative of for- 
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and Light 


getting either (a) the name of the man 
who delivers ice late in the afternoon, 
or (b) the fact that the oil-can sprang 
a leak at the end of last summer and was 
thrown out into the garbage. The final 
blow will come late at night when, as 
the opiate of Morpheus oozes over his 
tired limbs, a dive-bombing mosquito 
reminds him that he really meant to get 
some new screening for that bedroom 
window. 

If it is of any consolation, his errors 
of omission will be counter-balanced by 
a list of the things he would dearly love 
to have foryotten, but his wife and 
youngsters insisted he take along. At 
the top of this list are the coral paint 
for the lawn furniture and the fixings 
for the new pump which his wife has 
been promoting on an average of once 
a week since March. Included, too, are 
the fins and masks with which junior 
“frogmen” can slither around under the 
water scaring the living daylights out 
of their more timid elders. But most 
of all, when his snooze on a rainy after- 
noon is pierced by cries of “Aw, sell me 
Park Place. You know I own the Board- 
walk and Joanie is still in jail,” he utters 
a plaintive moan and thinks how grand it 
would have been to forget the Monop- 
oly game! 

a * * 

After the appearance of the piece 
about the name of this column, a num- 
ber of readers wrote in to cast their vote 
to retain “Sweetness and Light’. En- 
couraged by their support, I have de- 
cided to do so — in other words I have 
changed my mind. 


JEAN VALE 


§ G@ 8S tot Mefaen 428 2 bet ee 


aS 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 





ACCOUNTANTS 
FOR SOUTH AMERICA 

Capable young C.A.’s are required by 
an international public accounting firm 
for its offices in South America and the 
Caribbean area. Contracts are for a 
two or three year period and are re- 
newable by mutual agreement. 

Individuals will be offered opportun- 
ities for increased responsibilities and 
will receive diversified experience. 
Knowledge of Spanish desirable but 
not required. 

Please send complete summary of 
your qualifications and experience to 
Box 482. 


POSITION OFFERED 
Large and expanding Canadian indus- 
try requires young industrial account- 
ant with university or accounting de- 
gree. Must be thoroughly experienced 
in all phases of industrial accounting. 
Excellent opportunity for a capable, 
ambitious person to advance to respon- 
sible position. Box 483. 





CHARTERED ACCOUNTANT 


Toronto office of an international firm 
of chartered accountants requires a re- 
cent graduate interested in securing di- 
versified experience. Please reply in 
writing with full particulars as to age, 
experience, etc. Applications will be 
held in confidence. Box 484. 





SALES REPRESENTATIVE 
We have an opening for a bilingual 
salesman with accounting training. In- 
terest in office systems and procedures 
essential for success. Excellent earning 
and advancement opportunities. Moore 
Business Forms Ltd., 856 St. James St., 
Montreal. UNiversity 6-6381. 











TAX MAN 


Chartered accountant or equivalent age 
30-40 to handle tax matters for a large 
industrial concern operating nationally. 
Successful candidate must have thor- 
ough knowledge of all phases of corp- 
oration taxes. Reply stating age, mari- 
tal status, education, experience, and 
salary requirements. This is an excel- 
lent opportunity with one of Canada’s 
leading corporations. Replies held in 
strict confidence. Box 486. 


SITUATION WANTED 


Chartered accountant, age 35, experi- 
enced in diversified types of business, 
with mature judgment and proven 
record of achievement, presently with 
national firm of chartered accountants, 
desires responsible position at manage- 
ment level in industry or commerce. 
Reply Box 487. 





STUDENT 
FOURTH OR THIRD YEAR 


Toronto practice of two years building 
staff. Present opening is for first stu- 
dent or anchor-man. Every effort has 
been made to create attractive condi- 
tions for future staff. Practice is broad 
in scope and growing. Prospects excel- 
lent for right man. Box 485. 





STUDENTS WANTED 


Expanding firm of chartered account- 
ants requires intermediate and senior 
students, also a recent graduate, to 
commence in the fall. Good remun- 
eration and opportunities for advance- 
ment. Personal interviews will be ar- 
ranged. Please give full details and 
enclose recent photograph. Box 488 
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STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
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Barristers and Solicitors 


Roy Building . - - Halifax, N.S. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 
Barristers and Solicitors 
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DUQUET, MACKAY, WELDON & TETRAULT 
Barristers and Solicitors 
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LEMAY, ROSS & CHAUVIN 
Barristers and Solicitors 
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Barristers and Solicitors 
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NOTES AND COMMENTS 


The 1955 uniform ex- 
aminations will be writ- 
ten on Wednesday, Oc- 
tober 12 to Wednesday, October 19 in- 
clusive. Morning sessions will be from 
9 a.m. to 1 p.m., afternoon sessions from 
2 p.m. to 6 p.m. The complete timetable 
appears on page 398. ‘The first three 
days will cover accounting subjects and 
the last three days auditing subjects. The 
supplemental conditions relating to the 
final examinations have been changed 
and full details will be found with the 
timetable. 


1955 C.A. 
Examinations 


The Magazine and Beginning with the 
a “New Look” _—_July issue The Cana- 

dian Chartered Ac- 
countant will appear with a “New Look”. 
In addition to a more modern cover there 
will also be a change in paper stock and 
the introduction of a new type face, 
which it is felt will improve the read- 
ability of the magazine. Several new 
departments are being planned for the 
future. 


Annual Wage A booklet entitled “The 


Guaranteed Annual 
Wage and its Implica- 
tions To A Free Economy’’, published by 
the National Association of Manufac- 
turers, has recently been received. This 
explores the key factors bearing on any 


Guarantee 


“‘guarantee’’ and analyzes current labour 
demands. The 43-page booklet is avail- 
able at $1.00 from the offices of the As- 
sociation, 2 East 48th Street, New York 
17. In view of the high degree of in- 
terest in G.A.W. at this time in Canada 
as well as the United States, the booklet 
makes a worthwhile contribution to a 
better understanding of this subject. 


In a recent issue of 
the Toronto Globe 
& Mail Mr. Ralph 
Blackmore, the financial editor, had 
something to say on behalf of share- 
holders of companies who do not receive 
any information on the year’s operation, 
other than an annual report. In part, Mr. 
Blackmore made these observations. “It 
seems to us that the custom of giving 
shareholders nothing but an annual re- 
port is inadequate. Companies of rea- 
sonable size should certainly be able to 
prepare a simple quarterly statement for 
their owners. This does not mean a 
costly and well illustrated report such as 
many firms put out each year but share 
owners should have a document of some 
sort to keep themselves abreast of what 
is going on. 

“Where else can they get reliable in- 
formation about the firms in which they 
have invested their funds? What are 


In Favour of a 
Quarterly Report 
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they supposed to do? Listen to rum- 
ours? Ask their brokers? Try to piece 
together how their company ought to be 
doing in the light of present business 
trends and conditions? 


“The solution is a simple one and 
ought not certainly to tax the resources 
of any well organized public corpora- 
tion. 

“Issue a quarterly report. Give the net 
profits for the period. Compare it to the 
like period in the previous year. List a 
few other important figures, such as sales, 
costs, etc., and add a few words on the 
general state of the industry and the 
outlook for the company. Shareholders 
are entitled to no less when they have 
invested their money.” 


At Three Score In the March issue, 
Years and Ten Notes and Comments 

featured a brief history 
of The Netherlands Institute of Account- 
ants. In April some interesting informa- 
tion was published about the American 
Institute of Accountants. Now, from 
across the ocean, comes news of The 
Society of Incorporated Accountants, 
which this year is celebrating its 70th 
birthday. 

The Society was formed in 1885 and 
has over 10,000 members at the present 
time. Approximately 36% are engaged 
as principals in private practice, 19% 
are employed by practising accountants, 
and more than 26% are engaged in in- 
dustry and commerce. The normal meth- 
od of obtaining the Society's qualification 
is by service under articles of clerkship 
for a period of five years, but member- 
ship is also open to students who pass 
the examinations and have satisfactorily 
completed a longer period of employ- 
ment in the office of a practising account- 
ant. 


The Society, like the Scottish, English 
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and Irish Chartered Institutes, has long 
enjoyed statutory recognition, but it was 
not until 1948 that the qualifications of 
an auditor of a public company were pre- 
scribed by statute. The Society of In- 
corporated Accountants is one of the 
five United Kingdom accountancy bodies 
to be recognized in this connection un- 
der the 1948 Companies Act. 


The Society has always taken a keen 
interest in research and in 1952 founded 
the Stamp-Martin Chair of Accounting at 
Incorporated Accountants’ Hall. It is 
the first chair of its kind to be sponsored 
by a United Kingdom professional body 
of accountants and commemorates the 
interest in accounting research shown by 
the late Lord Stamp and the late Sir 
James Martin who both took a keen 
interest in the affairs of the Society. 


The first holder of the chair is Pro- 
fessor Frank Sewell Bray, F.CA, 
F.S.A.A. who is a senior Nuffield Re- 
search Fellow in the Department of Ap- 
plied Economics at the University of 
Cambridge. 

The Research Committee of the So- 
ciety publishes many publications includ- 
ing a work entitled “A Current Digest of 
the Law Affecting Accountancy” which 
is published quarterly. 


In the Manitoba's Comptroller-General 
News George D. Iliffe has been 

awarded the 1954 Louisville 
award for “the most distinguished con- 
tribution to any branch of public admin- 
istration during the year”. The award 
which has been won by a Canadian on 
only two previous occasions is designed 
to stimulate constructive thinking in pub- 
lic finance. Mr. Iliffe was recognized 
for his 12-month survey of gasoline 
shrinkage for the purpose of the Gaso- 
line Tax Act. 





















































A Commentary on Pensions for 
the Self-Employed 


By E. MICHAEL HOWARTH, M.A. 
Executive Secretary, The Canadian Institute of Chartered Accountants 


7. appears to be general agree- 

ment regarding the social desira- 
bility of providing for retirement and 
old age during one’s productive years. 
The Canadian Government gives its 
blessing to pension plans for employees 
in the tangible form of tax exemption 
on the contributions of both employ- 
ers and employees, and itself adminis- 
ters a universal Old Age Pension Plan 
which is intended to be self-support- 
ing. 

In spite of the attractiveness of a 
period of retirement free from financial 
dependence on family or community, 
it is nonetheless true that the overall 
savings of persons in employment to- 
wards that end would be considerably 
less, were it not for the compulsory 
character of most pension plans. Once 
income in the form of salary, wages, 
or commission has been received, the 
distant and muted appeal of retirement 
must perforce take a back seat to the 
more clamorous demands of the here 
and now. Pension plans are thus some- 
what in the nature of “painless saving” 
for most employees. “You don’t miss 
what you've never had”, as the saying 
goes. 

In contrast, the self-employed are 
faced with the difficult task of main- 
taining, entirely on their own, some 
program of regular saving towards re- 


tirement. They are subject to the same 
demands for current consumption of 
their income, but there is no automatic 
check-valve in the form of a compul- 
sory deduction. It would seem to fol- 
low that a government desirous of 
promoting self-sufficiency in old-age 
among its citizens would establish a 
policy of encouragement for this group, 
or, at the very least, do nothing to dis- 
courage their efforts in pursuit of this 
end. Paradoxically, the provisions of 
the Income Tax Act, which restrict tax 
exemption to contributions made under 
pension plans provided by employers, 
seem to be especially designed to dis- 
courage and hinder the efforts of other 
members of the working force to pro- 
vide for their retirement during their 
working years. 


The last occasion on which the Gov- 
ernment publicly expressed its views on 
this subject occurred during the Budget 
debate in April 1953. The arguments 
of the Minister of Finance in defence 
of Government policy were, on the 
whole, rather tenuous, and Opposition 
critics had a field-day in showing up 
the weakness of his case. Making 
every allowance for the administrative 
difficulties involved in the extension of 
“approved” pension plans to other 
than employed persons, there was noth- 
ing in his arguments to justify the con- 
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tinuance of a system which maintains 
the self-employed in an unfavourable 
position vis 4 vis the employed. In re- 
ply to a statement by Mr. Fleming 
that there was no substance to the dis- 
tinction made by the Finance Minister 
between the position of an employee 
and a self-employed person on the 
ground that the contributions to the 
former’s pension were deducted at the 
source, the Minister said, “My real 
basis of distinction is why should one 
form of saving be singled out for tax 
postponement?” Surely this was beg- 
ging the question, because it constitut- 
ed a precise description of the situation 
as it existed then, and as it exists today. 


In justice to the Minister, it must be 
mentioned that he expressed the hope 
that his statement would be subjected 
“to close critical analysis not only by 
Members of the House, but by mem- 
bers of the legal and accounting pro- 
fessions”. His hope has been fully rea- 
lized, but, in spite of frequent repre- 
sentations by these and other profes- 
sional groups, nothing in the way of 
positive results has been accomplished. 


With this in mind, it is interesting 
to note the developments taking place 
in the United Kingdom. The Millard 
Tucker Committee on the Taxation 
Treatment of Provisions for Retirement 
published its report in February 1954 
after three and a half years of work. 
Its specific recommendations were based 
on four principles: 

(a) Moneys set aside to provide re- 
tirement benefits should be exempt 
from taxation. 

(b) The benefits when received should 
be liable to tax. 
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(c) A man’s earnings ought to be 
spread beyond his working life to 
cover the years of his retirement. 


(d) All workers, whether employed or 
self-employed, should be dealt 
with on comparable bases. 

There can be no quarrel with these 
assumptions, and taxation based there- 
on could be so designed that it would 
encourage provision for retirement, 
protect the revenue, and provide equal- 
ity of treatment for all workers. 

Early in March of this year a depu- 
tation from the General Council of 
The Bar, the Law Society and The In- 
stitute of Chartered Accountants in 
England and Wales asked Mr. Butler 
to take steps to implement the recom- 
mendations of the Millard Tucker 
Committee in respect of retirement 
benefits for self-employed persons. In 
the opinion of The Economist express- 
ed in an editorial of March 19, entitled 
“Capital For The Professions”, the case 
put by Sir Hartley Shawcross on be- 
half of the professions is a strong one. 

It must be emphasized that the case 
for permitting tax exemption on the 
pension contributions of the self-em- 
ployed rests on the inequity of the 
present system. If the contributions of 
employees were still subject to tax, the 
self-employed would be just one group, 
among many, seeking tax relief. Con- 
sequently such phrases as “the plight 
of the professions”, “the difficulty of 
providing for old age”, etc., etc., do 
not belong in this context. Given the 
desirability of financial self-sufficiency 
in retirement, it follows that sponsored 
saving through appropriate pension 
funds should be open on equal terms 
to all taxpayers. 
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Are Capital Gains Being Taxed? 


By R. M. WINGFIELD, C.A. 


N 1950 the Minister of Finance said, 
“It is not the policy of the govern- 
ment to tax capital gains.” That policy 
appears to have been continued during 
the last five years. It has not been 
written into the legislation and, while 
we need not doubt a government's 
word, the popular phrase ‘‘capital gain” 
is without definition and therefore the 
taxpayer is still uncertain what it is that 
the government has promised not to 
tax. 

This article explores the Canadian 
no-mans-land between income and cap- 
ital gain as it is now being partitioned 
for the taxpayer by men of law. It is 
primarily a summary of the current 
legal application of a statute taxing in- 
come, as it appears to an accountant. 
This may be venturing on legal terri- 
tory and thus it must be understood 
that the comment is not intended to be 
a legal opinion or to criticize the legal 
profession. Indeed the cases cited are 
not necessarily the precedents for the 
arguments which they illustrate. The 
article is offered as one accountant’s 
viewpoint given within the spirit of 
cooperation on tax matters which so 
happily exists between the two pro- 
fessions in Canada. Every accountant, 
for his part, has a duty to reconcile the 
views of his legal confreres with those 
of practical accounting. 


Definition 

The doctrine of capital and income is 
as old and complex as the Garden of 
Eden. Capital is likened to the trees 
and income to the fruit. From the first, 
the courts were in difficulties when they 
came across a taxpayer who made his 
living selling the trees. They found that 
property which yields income is not al- 
ways capital but might be a trading as- 
set whose disposal could give rise to 
income. 

Canadian income tax is a tax on the 
person and not on the transaction. 
Viewed in this light it is relatively 
insignificant that a particular transac- 
tion might sometimes give rise to tax- 
able profit and sometimes to a capital 
gain. 

Looking then to the person, a trans- 
action is capital when it is a realization 
of an investment or a source of income 
which, to that person, does not gener- 
ate income by the method of realization 
adopted. 


The Tax Structure 


In this era of high taxation it has 
been asked whether it is equitable that 
capital gains are not taxed. It has been 
argued that income tax is designed to 
take a portion of the individual’s eco- 
nomic advancement from year to year 
in accordance with his ability to pay 
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and that capital gains are a part of 
that growth, no matter whether they 
occur in business or in an amateur 
status. It might be argued that, in 
times of inflation, property owners 
should suffer taxes on their enhanced 
values in the same way as the inflation 
element in inventory profits and sal- 
ary income is taxed. 


On the other hand it is highly un- 
desirable to discourage investment or 
to restrict the fluidity of investment 
funds by taxing realized capital gains. 
The dilemma of government finances 
would be accentuated by deductions for 
capital losses in hard times, and its ad- 
ministration would have to undertake 
the almost impossible task of checking 
the valuation and maintaining cost 
schedules for every asset in Canada, in- 
cluding securities. 


It is quite clear from American ex- 
perience that a capital gains tax does 
not help to bring certainty into the 
statute. Because a capital gain may ac- 
crue over a substantial period and thus 
in fairness cannot be taxed at full rates 
in the year of realization, the problem 
of separating the income from the cap- 
ital gain would remain. Further it is 
no time for Canada to change its po- 
sition when there are movements in 
the U.S. for removal of the tax on 
capital gains and in the U.K. for its 
imposition. 


The Income Tax Act 


In contending that the Act does not 
tax capital gains, we rely on sections 
2 and 3 which say that a taxpayer shall 
be taxed on his taxable income which 
is to include his world income. It 
has been established that “income” does 
not include a “capital gain”. 


Section 3 goes on to say that income 
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comes principally from three types of 
source: business, property, and employ- 
ment. But it has been established that 
the proceeds from the sale of a source 
of income do not give rise to income but 
to capital, unless the sale itself is a 
business transaction. 

It will be seen that capital gains will 
usually arise on sales of property other 
than while carrying on a business. The 
problem of the trees and fruit thus in- 
volves a distinction between the two 
sources, “property” and “business”. 
And the problem is to decide just when 
transfers of property do not generate 
income from a business. 

The case of the chicken and the egg 
is a useful illustration. In a hatchery 
a pedigree flock is maintained for the 
purpose of breeding eggs and chicks 
for sale. These products produce the 
regular income. In addition, when 
birds in the pedigree flocks have passed 
their period of greatest efficiency they 
are sold for eating purposes; this also 
produces business income. But when 
a flock is destroyed while in production 
and before it is scheduled for sale, this 
is a “capital” method of disposing of 
a capital asset. ([30] — see p. 358) 


Is There Any Certainty? 


The Act makes little attempt to 
classify the meaning of income by the 
specific exclusion of capital gains. 
However gains arising from the fol- 
lowing transactions appear to be tax- 
free conclusively, except when made 
by dealers or in a trading venture:— 
1. Sales of securities representing own- 
ership or creditor interests in corp- 
orations. 

2. Sales of depreciable property to the 
extent of the excess over capital 
cost. 
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3. Sales of property, including con- 
sumer goods, which are not depre- 
ciable property or trading inven- 
tory. 

4. Sale of an interest in a partnership. 
(But its income is taxable when 
arising.) 

5. Foreign exchange profits on trans- 
actions involving fixed assets or 
loans. 


Prior to the 1955 budget it was com- 
mon law that the sale proceeds of in- 
ventories were capital when a busi- 
ness was sold as a going concern. It 
appears from resolution 8 that legis!a- 
tion will be introduced to tax gains 
made in this way. 


The amending Bill will be watched 
very closely for it is clear that to tax, 
for instance, a million dollar inventory 
of slow-moving items several years be- 
fore it is to be marketed could be a 
gross interference with business meth- 
ods. Probably the vendor and pur- 
chaser will be required to agree in writ- 
ing the price at which the inventory 
was transferred. 


The taxpayer cannot argue against 
a law. There is a rigid adherence in 
Canada tc the form of a transaction and 
if the word of the law fits the form 
then it must apply. However, when 
the law does not specifically apply, the 
courts do resort to facts and the sub- 
stance of transactions. Hence because 
the Act does not attempt a complete 
definition of a business the taxpayer 
has the opportunity to prove the facts. 


The multitude of cases recently 
brought to court do not prove that the 
age-old legal concept of a business is 
being changed but merely that the 
Minister is making greater use of all its 
implications. 
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The Field of Battle 


If any major issue can be discovered 
between taxpayer and tax-gatherer it is 
that the gatherer is not content with 
taxing the dealer. Being certain of tax 
from transactions in “property held 
primarily for sale to customers” (a U.S. 
criterion) the gatherer is seeking to 
tax casual or non-recurring gains. 

The majority of capital ‘gains are 
made through security deals and no 
question of taxation has arisen. The 
Taxation Division has not attempted 
to suggest that individuals operating 
heavily in the stock market have de- 
veloped a business so that the net pro- 
fit-taking is taxable. Perhaps the prin- 
cipal reason for this is that retained 
earnings of companies, which represent 
part of market increases, are now rig- 
idly taxed on eventual distribution. In 
addition, the 20% shareholder divi- 
dend credit means that a relatively 
higher portion of the tax on company 
profits is paid by the company. Thus 
the advantage of selling securities full 
with accumulated income over with- 
drawing the income is lessened. 

The cases which have come before 
the courts have been concerned prim- 
arily with real estate deals. The official 
reluctance to attack security transac- 
tions appears responsible for an appar- 
ent inconsistency between security and 
real estate transactions. It is under- 
standable that there is a difference be- 
tween a taxpayer who sells securities 
to the market with the aid of his 
broker and the dealer who advertises 
to all and sundry that he is 77 the mar- 
ket for the purchase and sale of securi- 
ties. But no such distinction is made 
for taxpayers trading real estate. No 
protection is given to the taxpayer who 
does not hold himself out as a dealer 
for all would-be customers but merely 
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takes advantage of an attractive oppor- 
tunity to change his investment. 


This inconsistency is not quite as 
simple as it sounds because, while a 
security switch may need some re- 
search before the decision is made, it 
is usual to put considerably more ef- 
fort into a real estate transaction, and 
it is this effort (as opposed to mere 
employment of capital) which is likely 
to clothe the taxpayer's transactions 
with the attributes of a business. 


The effort required in leasing real 
estate has now been acknowledged and 
several of the 1955 budget resolutions 
are designed to make it a presumption 
that a business is being carried on. 
This conception applies to rentals only; 
it is not extended to gains in the trans- 
fer of the property itself. 


Is a Company at a Disadvantage? 


It has been stated that a company’s very 
reason for existence is to carry on busi- 
ness and any gain made by a company 
is prima facie in the course of business. 
A company is formed with the intention 
of carrying on business. When it is 
established that a business is being car- 
ried on it must still be established that 
the gain is derived from that business. 
But if the activity is sanctioned by the 
company’s objects clauses that is strong 
evidence that the gain was from business. 


Individuals are not faced with this 
presumption and are in a better position 
to prove that the disposal was part of a 
transposition of capital rather than a 
business realization. 


This conception is based on an old 
dictum that the private individual may 
save to provide for his old age. He has 
leisure to enjoy, he has ambitions to 
gratify, and his existence in fact can be 
separated into his private and his trad- 
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ing life. Nothing of this kind can be 
done with a company. It has no inter- 
ests and no field of operations outside its 
business. An individual comes into 
existence for many purposes, or perhaps 
sometimes none, whereas a limited com- 
pany comes into existence for some par- 
ticular purpose. [33] 

Yet surely a company can set aside 
general reserves or depletion reserves for 
its old age, it can gratify ambitions other 
than those in its charter, it can lie dor- 
mant, or it can plant a rose garden. 
The modern conception of a company is 
not of a legal icicle but of an organiza- 
tion as human as the management which 
runs it. 

For a while the Income Tax Appeal 
Board tended to place a company’s ob- 
jects clauses in a position of greater im- 
portance than the actual current business 
policies of the company. It was not un- 
til July 1953 in the Sutton Lumber case 
that the Supreme Court of Canada put 
the matter right. The Court stated that 
the question to be decided was not as to 
what business the company might have 
carried on under its charter but rather 
what was in truth the business it did 
engage in. 

It was disappointing that in subse- 
quent cases the Income Tax Appeal 
Board could not make a decision on the 
facts as to what business the companies 
were conducting and so resorted to their 
charter ‘‘object clauses” for a conclusive 
indication. Here were direct issues as 
to whether or not the realization of a cap- 
ital asset was carried out in the course 
of the companies’ actual plan for profit- 
making and the issue was deferred in 
favour of the prima facie evidence of a 
legal document. [32, 33] On the other 
hand the taxpayer has only himself to 
blame if he does not produce enough 
evidence to prove his point. 
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These cases also illustrate very strong- 
ly that a company should be very careful 
to limit the company’s “objects”, that 
is its purpose for coming into existence, 
leaving its authority to act on various 
transactions to be elaborated in detail 
under the heading “powers”. 


Basically the corporate entity is no 
different from the individual or partner- 
ship except in the features of limited 
liability and ease of transferring equity 
interests. The Canadian Income Tax 
Act classes companies and individuals 
together as persons and they remain on 
the same footing except where specially 
provided otherwise. 

As for an individual, it is still a fun- 
damental rule of Canadian income tax 
law that a company can make two kinds 
of gain, one from its ordinary business 
income and one from realization of the 
enhanced value of an asset used to earn 
that income. Yet a taxpayer may find it 
less expensive to avoid the corporate 
structure if a company has to go to the 
Supreme Court to prove its point. 


It is to be hoped that the courts will 
take a broader view of the corporate 
entity in this respect. The Act makes 
few distinctions between corporation and 
individual and it is difficult to see what 
it is in their legal make-up which re- 
quires the courts to create further distinc- 
tions. After all, a company’s charter is 
no more conclusive an indication of what 
it is really doing than the New Year's 
resolutions of an individual. For in- 
stance a company might agree to pay an 
individual $3,000 a year for the declared 
consideration that he should not engage 
in the lobster business despite the fact 
that neither the company nor the indi- 
vidual has the slightest interest in that 
business. [19] 


There is some hope. One company 


carried out its purposes and was held 
not to have carried on a business at all. 
But the Minister is appealing. [34] 

A land realization company had ex- 
hausted its land leaving its surplus funds 
invested in government bonds. Its cap- 
ital stock was sold to a security dealing 
company but although its portfolio was 
partially switched to common stocks these 
were high grade and yielded a reasonable 
income. The company was able to show 
investment intentions despite its charter 
powers to buy and sell securities. [29] 

It has been known for corporations 
who are not dealers to be taxed on their 
security trading. But again the Act makes 
no distinction; a company can have as 
many different businesses and invest- 
ments as an individual. Why then 
should a corporation be more liable to be 
taxed on a multiplicity of security trans- 
actions? 


The Tests of Carrying on Business 


The Act’s definition of carrying on 
business, section 139(7), is of little 
help in deciding borderline situations. 
Failing the law the taxpayer’s whole 
course of conduct will determine 
whether or not he was carrying on 
business and this conduct will be decid- 
ed by careful application of each of 
the following tests: 

1. Intention 

2. Nature of the asset 

3. Similarity to chief occupation or 


business 
4. Frequency 
5. Effort. 


1. INTENTION 

If a taxpayer intended to pursue pro- 
fit when he acquired property, at any 
time while he held it and/or at the time 
of realization, there is a strong presump- 
tion that his intention became a fact. 
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A furniture dealer admitted tax lia- 
bility on two properties which he had 
intended to trade at a profit but was 
held not taxable on a third which he 
built as an investment but had to sell 
owing to his wife's illness. [8] 

A solicitor, an architect and a textile 
salesman formed a company and planned 
to build properties for rent. Each ven- 
ture failed and the site was sold. Their 
whole enterprise was considered to be 
speculative. They were in business for 
any profit which could be made. There 
was no evidence that long-term manage- 
ment of the properties was intended so 
that the plans, if successful, might have 
given rise to considerable taxable in- 
come. [39] 

By contrast a stevedore and a tally 
clerk were more successful. Their com- 
pany was formed solely to make invest- 
ments of all kinds. History showed that 
the company had acquired apartment 
houses and held them for their rental in- 
come. A subdivision and building pro- 
ject failed for lack of funds but the pro- 
fit was not taxable. The company had 
not deviated from its sole purpose of 
making investments and had the undis- 
puted right to get rid of an invest- 
ment. [37] 


A shrewd immigrant farmer bought 
and operated a farm which after nine 
years became valuable for develop- 
ment. At the end of that time he en- 
tered into retirement age and disposed 
of his farm. He also purchased a 
neighbouring tract and resold it. He 
was able to prove investment inten- 
tions. Vacant land can be retained as 


an investment, as a repository for sur- 
plus funds. [49] 

Several taxpayers who had to sell 
their properties shortly after purchase, 
owing to adverse circumstances, were 
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able to prove investment intentions and 
were not taxed on the profits. [11, 12, 
45] 

An individual, a tobacco merchant, 
sold stock short. That is he had the 
intention of selling before he even 
bought the security. But the transac- 
tion was considered to be capital. [18] 

Intention was once the court’s fore- 
most criterion. Because a witness might 
think differently of his intentions, the 
emphasis shifted from avowals of man- 
agement personnel to the concrete evi- 
dence of their actual actions. 


Intention has not provided a com- 
plete solution because there are very 
few transactions which are made with- 
out at least the secondary hope that 
they will end in gain. With that cri- 
terion a capital gain is likely to be a 
rare occurrence. “Intention” by itself 
is an unwarranted narrowing of the 
concept of carrying on business. 


2. NATURE OF ASSET 


Intention to profit may be closely 
linked with the nature of the asset. It 
is possible to buy securities or real es- 
tate for investment purposes but the pur- 
chase of commodities implies intention 
to resell at a profit. It is presumed that 
you don’t buy scrapped aeroplanes, fire- 
damaged lumber, oil options and manu- 
facturers’ raw materials to hold as in- 
vestments. [6, 38, 10, 20] Circulating 
assets are more likely to give rise to tax- 
able income than fixed assets. 

It seems that once an asset has become 
circulating it is almost impossible for the 
same taxpayer to “fix” it, for instance, if 
it no longer serves its intended purpose. 

The Minister should meet with tough- 
er resistance if he infringes on the field 
of growth stocks and other securities 
which by their nature yield little or no 
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annual income. This problem is dis- 
cussed in whispers only. 


3. SIMILARITY 

This principle serves to delineate the 
business of a dealer which is to be tax- 
able. 

A builder has four opportunities for 
land: he can resell, develop and sell, 
lease as is, or improve and lease. If he 
once embarks on his profit-making 
scheme profits appear to be taxable no 
matter whether the land is resold or ex- 
propriated or the half-built houses are 
sold to another builder. [15, 28, 16, 27] 


However, builders have been able to 
prove that properties built or purchased 
by them were held as investments apart 
from their business. [5, 15] 


A company carried out a large sub- 
division with the intention that the house- 
ing development would create the neces- 
sity for a shopping centre which it would 
manage. Although there was no sugges- 
tion that the interim profits from selling 
houses were not taxable, when the shop- 
ping centre site became useless for this 
purpose and was sold, this profit was not 
taxable. The intention was witnessed by 
the building of a larger shopping centre 
on another site. [25] 

An investment dealing company which 
had supposedly ceased to trade and mere- 
ly held investments was taxed on a trans- 
action which appeared to be more in the 
nature of underwriting. While not rely- 
ing on the objects clauses the courts held 
that these presumed intentions were 
shown to be continued in this transac- 
tion, as evidenced by the acts of manage- 
ment, the decisions of directors in day- 
to-day business and the amount of effort 
put into it, and despite oral evidence of 
the directors to the contrary. [41] 

The Income Tax Appeal Board has 


held that it would be drawing too fine 
a distinction to define a dividing line be- 
tween an investment dealing company’s 
business operations on behalf of its cus- 
tomers and its activities in buying and 
selling sécurities on its own behalf. It 
inferred that the company was using 
its knowledge gained in the market for 
a profit-making scheme. [35] The ap- 
peal will be watched with interest. No 
close parallel can be drawn with stock- 
brokers since their business is to earn 
commissions from their customers. 


A broker of real estate and insurance 
was taxable on his dealings in mortgages 
at a discount, a major refining company 
on its speculations in raw sugar futures, 
and an employee of an egg-packing com- 
pany on his private dealings in eggs. [47, 
3, 1] 

Not taxable were a company’s general 
manager who purchased raw materials in 
his own name not with the hope of mak- 
ing a profit but for the purpose of en- 
suring a supply for the company, and the 
president of a private company who sold 
to it some registered designs. [22, 14] 


Similarity can make even the sale of 
fixed assets taxable. The profit on event- 
ual sale of demonstration automobiles by 
the auto dealer and of photographic hire 
equipment by Canadian Kodak Sales 
Limited was taxable because the decision 
to sell was made in the course of regular 
business. The automobiles had not be- 
come plant because they were held not 
for use until worn out but with the in- 
tention of sale above purchase price. 
The photographic equipment was sold 
(to the original users) at a price above 
capital cost, otherwise there might never 
have been any argument. [42, 43] 

Thus if the transaction bears a similar- 
ity to the taxpayer's chief occupation, 
there is presumption in favour of the 
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gain being income but it may be count- 
ered with the right evidence. 

Conversely, as will be noticed from the 
cases quoted under other headings, it 
may help if the transaction bears no re- 
lation to the taxpayer's regular business 
or occupation but it is not a conclusive 
factor either way. 

It must have occurred to many people 
that non-taxable income could still be 
made by an apparently innocent indulg- 
ence -in diversified pursuits provided that 
these were never the taxpayer's chief oc- 
cupation and the profits from them were 
never more than incidental to his plans. 


Mr. A. tried that. He was a gentle- 
man who was never engaged in any too- 
well defined business but was rather that 
type of adventurer who is always ready 
to take advantage of any possible situa- 
tion which might lead him into making 
a profit. He had to admit that this was 
his motive in the particular transaction 
which came before the Appeal Board in 
1951, and he was held taxable. [9] 

However, in a more recent case an ex- 
grocer — now a service station operator 
— ventured into a building development 
between occupations. His financial con- 
tribution seems to have made him only a 
silent partner for when he sold the lots 
which represented his interest it was held 
to be capital. 


4. FREQUENCY 


At one time taxpayers could prove 
that their adventure into profit-making 
was isolated and while it may be easier 
to prove that an isolated transaction is 
not a business transaction it is no longer, 
for the taxpayer, the powerful argument 
that it used to be. 


Recently a retired lawyer and his as- 
sociate who sold their interests in a gas 
lease, a salt lease, and a gas pipeline 


escaped taxation on grounds of isolation 
but the judgment was given with con- 
siderable hesitancy. [48] 

But an individual owning an embroid- 
ery business was taxed on the profit from 
turning over 23 properties in 10 years. 
The gross rents were only $4,000 per an- 
num against real estate gains of $23,- 
000. [21] 

An enterprising woman who built for 
herself a new house each year but was 
always persuaded to sell made the mis- 
take of supervising and employing the 
workmen. Frequency plus effort made it 
a business. [40] 

As taxpayers reach retiring age they 
naturally provide for the event and many 
invest on their own accord for this pur- 
pose. For instance, a grocer acquired a 
few properties over a considerable period 
and later on in life he sold them. It was 
not inconsistent with an investment that 
the properties were replaced at a profit 
from time to time. [7] By contrast a 
barber who after retirement made a series 
of real estate deals was merely changing 
his occupation. [44] 


5. EFFORT 


In line with theories of capital and 
labour it is recognized that if a taxpayer 
puts effort into a transaction he may well 
have embarked on an adventure in the 
nature of trade, or a scheme for profit- 
making. 

For instance, individuals who have dis- 
posed of land, even though unsuitable 
for its original purpose, by improving 
it and sub-dividing it were in business. 
A land realization company which only 
disposed of the raw land was nevertheless 
taxable, even though had the original 
owners sold the land the profits might 
not have been capital. [13, 31, 24, 2] 

By contrast, a butcher who made a 
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piecemeal realization of a farm on be- 
half of others was not a businessman ex- 
perienced in real estate and not engaged 
in the operation with the obvious purpose 
of making personal profit. Similarly, a 
retired druggist who found his chicken 
farm unsuitable and was compelled by 
law to dispose of it in small lots was 
realizing an investment. [17, 4] 


Of great interest is the case of the 
businessman who acquired an option to 
build a certain number of houses, a 
scheme which if proceeded with would 
have involved a substantial construction 
undertaking. He sold the option agree- 
ment to a company and was considered 
to have remained active behind the 
scenes. This constituted a business and 
he was taxed on the substantial profit 
on the sale of the agreement to the com- 
pany. [23] 

A farmer who disposed of some top- 
soil by advertising in the local press and 
making deliveries himself was held not to 
be carrying on a continuous and active 
occupation. This decision is under ap- 
peal — the Minister is sustaining the 
attack. But where should the line be 
drawn? Even changing an investment 
in securities requires some effort. How 
else could the farmer salvage his capital 
from land which had become worthless 
for farming? [36] 

Thus, as to the element of effort in a 
transaction, it appears that the taxpayer 
must let the investment sell itself. He 
must certainly not improve it or realize 
it through a company. He must even be 
careful not to try too hard to sell it — 
or else sharpen his wits in the courts! 


The Attitude of the Taxpayer 


The layman is so often frustrated by 
the uncertainty as to the tax conse- 
quences of a transaction which to him 
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is a mere realization of capital. And 
without legal assistance it is difficult 
for him to obtain any guidance from 
the vast number of seemingly coin- 
tossed decisions given by the Income 
Tax Appeal Board. 

Actually the Board has now prece- 
dents for nearly every set of circum- 
stances. The procedure is merely to 
quote them, relate the facts, and then 
deduce a conclusion as to how they fit 
the precedents. Where the facts do not 
fit snugly a decision may be given with 
considerable hesitancy, presumably as 
a signal that appeal to the Exchequer 
Court would be in order. 


Members of the Board have not al- 
ways agreed with one another. As is 
intended, judgments may be refined in 
a higher court. The Appeal Board 
may be very decided in interpreting 
evidence as to a taxpayer's intentions 
or actions, but the Exchequer Court or 
Supreme Court may place a different 
emphasis on the importance of the 
evidence or of any one criterion. It 
has even been prophesied that ‘“‘gram- 
matical interpretation” of the Act will 
eventually give way to “functional con- 
struction” and it will be up to these 
superior courts to give this lead. 


Lawyers and accountants should en- 
courage their clients to take their cases 
to higher courts when the decision of 
the Appeal Board appears out of line 
with business concepts. 


Individuals will be interested when 
they are told the effect of taxing the 
gain in one year. Although if a tax- 
payer has not reported his gains as in- 
come he may not be considered to have 
adopted any accounting method and 
may have an opportunity to suggest 
whether cash or accrual accounting is 
more appropriate. [26] Had the tax- 
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payer known that he would make a tax- 
able gain he could have valued the as- 
set at “fair market” each year under 
section 14(2). 


The Role of the Accountant 


In 1950 the Minister of Finance 
said, ““As much as I would like to in- 
troduce greater certainty I do not be- 
lieve that it can be done satisfactorily 
by legislation.” 

Since then the situation has been 
well turned over by the Appeal Board 
and certain principles are beginning to 
emerge. It may be that some of these 
principles should be settled by the Ex- 
chequer Court and Supreme Court be- 
fore they are ready to be dove-tailed in- 
to legislation. It is not necessary for 
the Act to state that capital gains are 
not taxable; such a section might be 
too broad to be of any use. But the 
Act should be able to state some of the 
transactions which in certain circum- 
stances will not be taxed. Unfortu- 
nately, in view of the current literal in- 
terpretation of the Act, there is a nat- 
ural reluctance to introduce further 
rigid certainty at the possible expense 
of equality. 

The Income Tax Appeal Board has 
been a great boon to taxpayers and has 
handled a vast number of cases at a 
rate unthinkable in higher courts. 
There are, however, feelings that some 
improvements could be made. It is felt 
that Canadian courts are apt to lay 
down general rules to help them make 
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decisions in a field with which they 
are not very familiar. Perhaps the Ap- 
peal Board could be broadened to in- 
clude a special jury of experts (es- 
pecially accountants) who are more 
closely in touch with business practice. 
Or it might be more practical to ap- 
point accountant advisers for the as- 
sistance of the Board. 


Another approach to improving the 
quality and equality of Canadian in- 
come taxation would be the formation 
of a Royal Commission on business in- 
come. However, it would seem that 
the Canadian Tax Foundation is achiev- 
ing the same object with much less 
fuss. 


It is becoming easier for accountants 
to understand the legal standpoint and 
to play their part in advising clients on 
the likelihood of taxation affecting any 
transaction. It should be easier still as 
more cases are taken to higher courts. 
The profession, of course, will refer 
clients to legal counsel for correct in- 
terpretation of the law. But as the law 
crystallizes, are accountants content with 
its conclusions? 


Whatever the answer is, the tremen- 
dous strides made during the last five 
years in clarifying the law should not 
be forgotten. In particular, the In- 
come Tax Appeal Board has contribut- 
ed immensely to the fair administration 
of the Act. This is especially marked 
in the way it has analyzed a vast num- 
ber of business situations and sifted out 
a pattern of basic principles. 
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ONE MAN’S POISON IS ANOTHER MAN’S MEAT 


Under the heading of “Difficult Conditions”, as reported in The Economist 
of April 2, 1955, Mr. F. Sydney Snowden, chairman and managing director of 
Jeremiah Rotherham and Company Limited, stated at the 57th annual general meet- 
ing of his company: 

“Trading conditions have been somewhat difficult during the past year . . . 
The unseasonable weather experienced . . . during the first six months — the 
summer being one of the wettest, dullest and coldest for some years past — had 


a definite adverse effect on trading.” 


By contrast, according to The Economist of February 19, 1955, the chairman 
of William Timpson Limited told the 26th annual general meeting of his company: 

“Although it seemed impossible that we should have yet another bad 
summer, that is what happened in 1954, and as August approached the weather 
became so wet that the public had to buy protective footwear for their holi- 
days. This meant that in general trade was satisfactory, and I am glad to re- 
port that the year ended successfully with a good run of retail trading.” 





The Present Educational Curriculum 
of the B.C. Institute 


By GRAHAM A. CHAMBERS, C.A. 


HE instruction of C.A. students in 
professional theory and their pre- 
paration for the intermediate and final 
examinations of the Canadian Institute 
present some problems that are rather 
unusual by comparison with those of 
other professional organizations. Medi- 
cine, law, engineering, etc. generally 
have their own schools at the universi- 
ties where the students pursue full-time 
academic instruction, obtaining the re- 
quired practical experience during the 
summer vacations or after graduation. 
But C.A. students in most Provinces, 
for all or the greater part of their 
period of training, must follow their 
studies on their own, normally by cor- 
respondence course. However good 
such a course may be, it suffers from the 
lack of personal touch between the in- 
structor or marker and the pupil, and 
it offers temptation to the easy-going 
student to fall behind in his work 
without disciplinary penalty. 


Big Oaks from Little Acorns 


As an experiment, the Institute of 
Chartered Accountants of British Co- 
lumbia, in 1939, decided to supplement 
with local instruction the course pro- 
vided by Queens University in Kingston. 
The principal reason for so doing was 
the delay occasioned to students by hav- 
ing to mail completed lessons to King- 


ston and wait for their return. Initial- 
ly this experiment provided for the 
correction of the first three years’ les- 
son submissions by members of the lo- 
cal Institute and was followed by a 
discussion period during which the in- 
structor would return the marked les- 
sons and give a short lecture on the 
subject. 


From this meagre beginning a com- 
plete program supplementing the uni- 
form course has grown. It is the pur- 
pose of this article to set forth the 
present educational curriculum of the 
British Columbia Institute. 


Recognizing that the uniform course 
is designed as a correspondence course 
and should, in itself, provide sufficient 
instruction for a student to pass the 
uniform examination, the Institute of 
Chartered Accountants of British Co- 
lumbia has developed its program as a 
supplement to this correspondence 
course. This supplementation takes 
the form of weekly lectures at which 
marked lessons are returned to the stu- 
dents and at which a lecturer is avail- 
able to answer any questions the stu- 
dents may have. In addition, the lec- 
turers usually enlarge on the course ma- 
terial and present some practical ap- 
plications of the theory that is covered 
in the course. 
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Lectures Based on Markers’ Comments 


The uniform course requires the stu- 
dents to submit their answers to the 
questions after they have read and 
studied the course material. In British 
Columbia these lessons are marked by 
members of the Institute who are go- 
ing to give the lecture or who are 
working with the lecturer on the sub- 
ject under study. It is a requirement 
of enrolment that these lessons be sub- 
mitted one week prior to the date on 
which the lecture is to be given. This 
time provides the lecturer or his assist- 
ants with an opportunity to mark the 
questions thoroughly and prepare a 
lecture dealing not only with common 
faults that have come to light in mark- 
ing the answers to the questions but 
also with other phases of the subject 
under discussion. 


For each of the first three years of 
the course a group of three or four 
members do the marking and take turns 
in giving the lectures. In the fourth 
and fifth years of the course the lect- 
urer is usually a member who has had 
practical experience in the subject be- 
ing studied. This is particularly essen- 
tial for mining, banking, municipali- 
ties, etc. 


The lectures for all years are given 
in a central location on Tuesday nights. 
The course year starts about November 
15 and, with a break at Christmas, 
usually is completed by the middle of 
June. These lectures start at 6:00 p.m. 
and most are over at 7:30. 


Rules and Regulations 


As this Institute feels that a consist- 
ent program of study gives the greatest 
benefit to the student, the regulations 
provide that if lessons are submitted in 
arrears they must be accompanied by a 


fine. For each lesson arrears up to two 
weeks the fine is $1.00. Over two 
weeks in arrears the fine amounts to 
$2.00. In addition, should a student 
become more than five lessons in ar- 
rears he is automatically suspended 
from the course of instruction. Upon 
receipt of such notification of suspen- 
sion the student’s principal has the 
right to submit an appeal to Council 
setting forth the circumstances occa- 
sioning such delinquency. Should his 
appeal not be successful the student is 
required to repeat the year from which 
he was suspended. In order that prin- 
cipals may be kept fully informed of 
the progress of their students, a month- 
ly report is submitted to each principal 
showing the marks received by all stu- 
dents, including their own employees, 
for all lessons during the past four or 
five week period. 


We are fortunate in British Colum- 
bia in having the greater proportion of 
our students resident in Vancouver. 
Out-of-town students are, in most cases, 
unable to attend lectures and accord- 
ingly the markers spend more time 
marking out-of-town lesson submis- 
sions and making full comments on 
any problems that are not correctly 
answered. To assist out-of-town stu- 
dents further we have, in the past few 
years, endeavoured to have members of 
the Education Committee visit vari- 
ous centres and give lectures to stu- 
dents on general accounting and audit- 
ing subjects that may be of assistance 
to them. In addition, special lectures 
on examination techniques have been 
given. 

Under the regulations, students are 
required to obtain satisfactory marks 
in all lesson submissions. In-town stu- 
dents are required to attend a certain 
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percentage of all lectures unless their 
work prevents them from so doing. 


Additional Lectures 


In addition to the lessons in account- 
ing and auditing provided in the uni- 
form course of instruction, further lec- 
tures are provided for those students 
preparing to write the primary, inter- 
mediate, and final examinations. These 
take the form of open discussions on 
previous examination questions and 
their solutions. In the past two years 
we have endeavoured, in each of the 
above three years of the course, to pro- 
vide the students with an opportunity 
of writing tests under examination con- 
ditions. If satisfactory tests are includ- 
ed in the uniform course, these are 
used. If not, tests have been drawn 
up embodying questions from prior 
years’ examinations. For in-town stu- 
dents these tests are given during a 
lecture period. For out-of-town stu- 
dents they are mailed to the student's 
principal who is requested to arrange 
for someone to supervise the writing of 
the test. 


As the British Columbia Institute has 
recently allowed the articling of stu- 
dents possessing only Junior Matricu- 
lation, it has been necessary to provide 
a course for such students. At the 
present time this course consists of 
Grade 13 English, which is taken by 
correspondence from the Department 
of Education, and a special course of 
five lectures in elementary accounting. 
No examination is required for the 
accounting course, but students must 
pass the Department of Education ex- 
amination in English. 


The examination at the end of the 
primary year, during which year the 
students take the first year of the uni- 
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form course, consists of the primary 
examination as given by the Institute 
in Ontario with a local examination in 
English. As preparation for this Eng- 
lish examination, a course in English is 
given by a member of the English Fac- 
ulty at the University of British Co- 
lumbia. It consists of 12 lectures for 
in-town students. Out-of-town students 
are provided with a booklet of lecture 
notes. 

In the second year uniform course, 
lesson submissions on economics are 
required. This course follows the same 
pattern as that of accounting and audit- 
ing. The lectures in this course are 
given by a member of the university 
staff who also sets an examination 
which must be passed before a student 
may write his final examinations. 

As part of the British Columbia In- 
stitute’s requirements for completion 
of the intermediate examinations, the 
following Acts, together with Commer- 
cial Law, must be studied: 


British Columbia Statutes: 
Arbitration Act 
Assignment of Book Accounts Act 
Bills of Sales Act 
Bulk Sales Act 
Municipal Act 
Chartered Accountants Act 
Conditional Sales Act 
Partnership Act 
Sale of Goods Act 
Securities Act 
Taxation Act 
Trustee Act 


Federal Statutes: 
Bills of Exchange Act 
Companies Act (both federal and 
provincial). 
Students are required to write an ex- 
amination in law consisting of three 
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papers which must be passed before 
the student may write any final sub- 
jects. These examinations may be writ- 
ten in any year after the student has 
completed the primary course and ex- 
aminations. 

In the fourth or fifth year, students 
are required to study and pass two ex- 
amination papers in the Bank Act, In- 
come Tax Act, Winding-up Act, Bank- 
ruptcy Act, and both the British Co- 
lumbia and federal Companies Acts. 


These law examinations are written 
in late August in order not to conflict 
with the uniform examinations. 


To prepare the students for the law 
examinations a series of lectures is 
given. As out-of-town students are, 
of course, unable to attend these lec- 
tures, lesson notes are forwarded to 
them, together with questions requiring 
a written answer. When these an- 
swers are marked, full notes of any 
errors are sent with the marked les- 
sons back to the students. 


Two years ago this Institute felt that 
more attention should be given to the 
income tax instruction in the course. 
Accordingly a course of six income tax 
lectures was drawn up. This course 
may be taken by students in either 
their fourth or fifth year and takes the 
place of the income tax instruction 
given in the uniform course. This 
change was felt necessary as the law 
instruction duplicated that given in 
the uniform course, and the fifth year 
uniform course appeared to duplicate 
that of the fourth year. Under the new 
program, the Act is split in six parts 
and dealt with in considerably more 
detail. Students preparing for the 


B.C. final law examinations in their 
fourth year may take the course, and if 
they wish they may repeat it in their 


fifth year in preparation for the final 
accounting and auditing examinations. 

Plans are under way to include both 
federal and provincial Sales Tax Acts 
in the curriculum because it is felt that 
a knowledge of these two Acts is essen- 
tial. 

In the fifth year course the B.C. In- 
stitute has provided lesson notes and 
questions for submission covering the 
following specialized industries: 

Mining 

Logging and Lumbering 

Cooperatives 

Fishing. 


Administration of the Course 


The administration of the education- 
al program of this Institute is handled 
by the director of education, who is 
also secretary of the Institute, and his 
staff. They are guided as to policy by 
the Committee on Education and Ex- 
aminations. The chairman of this com- 
mittee is a member of Council and the 
committee reports to Council. To fa- 
cilitate the many problems arising with 
respect to each year’s course of instruc- 
tion, the committee appoints, from its 
membership, a liaison officer for each 
of the years and a liaison officer for 
law. It is the responsibility of the 
liaison officers to oversee the general 
course of instruction as administered 
by the lecturers and markers whom 
they appoint. 

The Education Committee has, in 
each of the past few years, held at least 
one meeting with representatives of the 
Students Society. The purpose of this 
meeting is to obtain from the students 
any ideas they may have that might 
contribute to the more successful con- 
summation of the program on educa- 
tion. It might be mentioned that many 
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worthwhile suggestions have been we have not, by any means, arrived at 
brought to the attention of the com- the perfect solution. We do think, 
mittee and changes in the program however, that the most important 
have been made. single factor in the B.C. Institute re- 
sults is our insistence that students fol- 
low a regular pattern of study and in 
each week submit the answers required 
by that week’s lesson. 


We are continually striving for im- 
provement and although the B.C. stu- 
dents had a very successful record in 
the uniform examinations we feel that 


SUMMER SCHOOL IN ACCOUNTING AT McGILL UNIVERSITY 


From August 8 to August 26 inclusive the School of Commerce at McGill 
University will hold a summer school in accounting to prepare students for the 
October 1955 uniform examinations of the Provincial Institutes of Chartered 
Accountants. 

Designed primarily to assist those who have taken their accounting course by 
correspondence, the school will give one course in intermediate auditing and ac- 
counting and one course in final auditing and accounting. 

Lectures, discussions, and problem periods will be features of each course, 
the lecturers being Professor Kenneth F. Byrd, M.A., B.Sc. (Econ.), A.C.A. and 
Professor Peter C. Briant, C.A. both of the School of Commerce at McGill. Sessions 
will run six hours a day, from 9 a.m. to 12 noon and again from 2 p.m. to 5 p.m., 
during each of the weekdays of the term. Weekends will be left free. 

Tuition fee for either course is $135. Fee for residence in one of the McGill 
houses and for meals can be obtained on application. 

Since the registration is limited to 50 in each course, those interested are 
advised to make application soon. Complete information can be obtained by writing 
to: 


Extension Department, 
Dawson Hall, 

McGill University, 
Montreal, Quebec. 
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Accounting for the Pulp and 
Paper Industry 


By G. J. C. Hopson, C.A. 


A. THE MANUFACTURING PROCESSES 


7 manufacture of pulp and paper is 

one of the major industries of Can- 
ada. Its field of operations stretches 
from coast to coast, with 131 manufactur- 
ing plants across the continent, and it 
ranks first in Canada in employment, first 
in capital invested, first in wages paid, 
first in value of production, and first in 
export values. At least $1 of every $10 
of the income of all Canadians comes 
from this industry, Canada being one of 
the world’s largest producers of pulp and 
paper. 

The regions in which pulp and paper 
are manufactured are largely determined 
by the location of forests, hydro-electric 
power sites, and low cost transportation. 

Of the pulp produced in Canada, 95% 
is made from wood; the remaining (high 
gtade pulp for fine paper) comes from 
rags, straw, and other materials. The 
industry is steadily integrating its opera- 
tions more and more in order to achieve 
maximum utilization of this primary raw 
material and in order to conserve forest 
wealth. 

The products of the pulp and paper 
industry fall into five broad classifica- 
tions: 


1. Pulp made for sale 
2. Newsprint 


3. Coarse papers, tissues, and building 
papers 

4. Paper board 

5. Specialties. 

On a tonnage basis, over half the output 

is newsprint. 

Pulp is produced in many grades but 
can be divided into two main categories: 
1. Groundwood pulp 
2. Chemical pulp. 

The chemical pulps are sulphite, sulph- 
ate, and soda pulp. 


A Simple Statement of the Process 

Wood is composed of bark, fibres (cel- 
lulose), and materials which hold the 
fibres together. In brief, paper is made 
from wood after removing the bark, 
separating the fibre (cellulose) from the 
other materials, mixing the fibres with 
water, placing a layer of this mixture on 
a horizontal screen, drafning the water 
off, leaving a thin mass of wet pulp 
and then removing the remainder of the 
water from the pulp by pressure and heat. 
Thus, the fibres mat and become a com- 
pact sheet of paper. The fundamental 
phenomenon of paper-making is that 
cellulose fibres when wet and in contact 
with one another will adhere one to the 
other as the water is evaporated. 
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Barking pulping methods. They produce sulph- 


The first procedure is to remove the 
bark, and the most common methods are 
by using a revolving drum in which the 
bark is torn from the log or by shav- 
ing the bark off with revolving disc 
knives. However, in recent years hy- 
draulic power has been substituted and 
in that process the bark is blown off the 
log by a jet of water at extremely high 
pressure, then put through a hog, con- 
veyed to the steam plant, and utilized 
for steam generation. 


Process for Groundwood Pulp 


The next step is to convert the barked 
wood (“prepared wood”) into pulp. 
There are two basic methods of mak- 
ing pulp — the mechanical and chemical. 
In the first method, the logs are reduced 
to fibres by being pressed against re- 
volving grindstones. The result is known 
as groundwood or mechanical pulp. Af- 
ter grinding, the wood emerges as a 
pulpy, watery mass, which is then screen- 
ed to reject the slivers. 


Processes for Chemical Pulp 
CHIPPING 


In the chemical pulping process, the 
wood moves to machines known as chip- 
pers, which in a few seconds convert a 
four foot log into chips, each less than 
three-quarters of an inch in length. 


COOKING AND SCREENING 


The chips are cooked at high tempera- 
ture under pressure, either in an acid or 
an alkaline liquor. The cooking requires 
several hours, eventually dissolving every- 
thing in the wood but the cellulose fibres. 
The yield of pulp in the chemical process 
is, therefore, reduced to about half the 
weight of the original wood. 

There are three principal chemical 


ite, sulphate or kraft, and soda pulp. 
Sulphite and kraft pulps make strong 
and compact paper. 


SULPHITE PROCESS 


In the sulphite process, the produc- 
tion of the cooking liquor (calcium bi- 
sulphite) is a substantial undertaking, as 
large quantities of sulphur must be burn- 
ed to produce sulphur dioxide gas, which, 
after passing through a series of coolers, 
is run to the bottom of a tower, perhaps 
100 feet high, filled with crushed lime- 
stone. From the top of the tower down 
through the rock trickles a stream of 
water. The rising gas meets the descend- 
ing water in the presence of the lime- 
stone, decomposes the stone and forms 
calcium bi-sulphite, which is used as the 
cooking medium for the wood. The 
wood chips are poured into a heavy 
cylindrical kettle known as a digester, 
which is lined with acid resisting brick. 
These digesters may be 58 feet high by 
19 feet in diameter and handle up to 55 
cords of wood in one cook. The chips 
and the cooking liquor are put into the 
digester and the temperature raised to 
as much as 300° F by the introduction 
of live steam. 

The cooking process requires, on an 
average, about eight hours, after which 
the materials in the wood, except the 
cellulose, are dissolved in the cooking 
liquor which has become very dark in 
colour. The valve at the bottom of the 
digester is then opened and the whole 
mass is drawn through into a “blow pit” 
and then goes through a process of re- 
peated washings with fresh water, 
through which all the cooking liquor is 
washed away, leaving only the sulphite 
pulp. This pulp is then put through a 
further process of screening to remove 
coarse particles. 
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SULPHATE PROCESS — KRAFT 

The methods employed in cooking sul- 
phate and soda pulp are similar to those 
of the sulphite process just outlined. 
With sulphite pulp, an acid is used to 
“digest” the wood, whereas in both the 
sulphate and soda processes the cooking 
liquor is an alkali. 

In the sulphate process, the wood 
chips are cooked in a solution of sodium 
hydroxide (caustic soda) and sodium 
sulphide. Unlike the sulphite process, 
these chemicals are recovered and reused 
after each cook. In addition to the 
chemicals, the spent liquor from the di- 
gesters naturally contains about half the 
original matter in the wood. This liquor 
is first evaporated to remove most of the 
water, and then sprayed into a furnace 
where the woody material in the liquor 
burns, generating process steam, and the 
cooking chemicals are collected at the 
bottom. These chemicals, after being 
supplemented for loss, are once again 
used in the process. 


SoDA PULP PROCESS 

The only difference between the pro- 
cess for soda pulp and that for sulphate 
pulp is that in the former, sodium car- 
bonate (soda ash) is used as a replace- 
ment chemical. 


Furnish 


When employed in the manufacture of 
paper, the type or mixtures of pulp em- 
ployed determines the character of the 
finished product. As mechanical pulp 
“groundwood” contains all the compon- 
ents of wood (including impurities), it 
has characteristics different from chem- 
ical pulp which consists mainly of cellu- 
lose fibres. Groundwood pulp makes a 


weaker sheet of paper and is used prin- 
cipally in the manufacture of newsprint. 
A representative pulp mixture (furnish) 


for newsprint would be 85% ground- 
wood pulp and 15% sulphite pulp. The 
types of furnish for paper vary with the 
various paper grades required but as a 
general statement, a groundwood base is 
used where the final grade required is 
for temporary use, for softness, or for 
printing qualities. A sulphate or kraft 
base is used where strength is required 
and colour is not a material factor, such 
as for paper bags or wrapping papers. 
The sulphite base is used where reason- 
able strength is required as well as 2 
certain degree of whiteness. 

For many grades of paper, a further 
process called ‘‘beating and refining’ is 
first necessary. 


Beating and Refining 

Here the pulp, in a watery mass, is di- 
rected into large chests and rubbed and 
pounded between two sets of steel bars. 
The beating frays the fibres, and in this 
condition the enlarged surfaces provide 
more areas of contact between the fibres, 
which results in stronger and denser pa- 


per. 
Machine Conversion 


The pulp (stock) is mow ready to 
manufacture into paper and is convert- 
ed on an involved machine. A modern 
paper machine with its auxiliary equip- 
ment may cost as much as $4,000,000. 
It could be almost as long as a football 
field and turn out a continuous sheet of 
paper 25 feet wide at a rate of 2,000 
feet a minute. Yet the machine is so 
adjusted that it controls tolerance of ten 
thousandths of an inch in the final 
product. 

There are two kinds of paper ma- 
chines: one known as the fourdrinier 
and the other a cylinder machine, but 
the general method is the same in each 
case. 
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On the fourdrinier, the stock contain- 
ing one part pulp to 200 parts wa- 
ter is brought into a headbox running 
across the entire width of the wet end 
of the paper machine. From the head- 
box it is carried onward by means of a 
continuous wire screen. Moving at rates 
up to almost 20 miles an hour, it flows 
on to this wire screen which carries the 
pulp for perhaps 30 feet, and during 
this time much of the water drains from 
it by gravity. To speed up the drying, 
the screen passes over several suction 
boxes. Towards the end of the move- 
ment, the stock, having lost most of the 
water, has felted into a continuous sheet 
of wet pulp, which then passes over a 
perforated roll with suction boxes. At 
this point, the felted sheet leaves the 
screen. It is already strong enough to 
support its own weight, but is still only 
about one-sixth fibre and five-sixths wa- 
ter. 


Next, on top of a heavy woollen blan- 
ket, the pulp moves between a series of 
circular presses called press rolls. Here 
pressure is applied gradually as the sheet 


JUNE 


is still full of water and not very strong. 
The pressure forces out more water, 
which is absorbed by the blanket. Af- 
ter the sheet has passed through the 
presses, it consists of one part fibre and 
two parts water. The sheet is then car- 
ried onward and over a series of horizon- 
tal heated cylinders known as dryers. Af- 
ter the drying process, the paper is given 
its finish on the calendar, which is a 
vertical stack of solid steel cylinders 
about 12 inches in diameter, each one 
resting on the one below, with a roller 
20 inches in diameter at the bottom, 
which drives the stack. 

On a fast paper machine, it may take 
only 10 or 11 seconds from the time 
the stock moves on to the screen until 
it emerges as a ribbon of paper 100 
yards away at the other end. 


Finishing and Warehousing 


Finally, the paper is wound, cut to re- 
quired size, rewound to allow for care- 
ful splicing of breaks, wrapped, and 
moved to the warehouse to await ship- 
ment. 


B. PULP AND PAPER COST ACCOUNTING 


The financial accounting requirements 
in the industry conform to established 
principles and involve the same consid- 
erations as in any other industry. There- 
fore comments in this article will be 
limited to an outline of the costing pro- 
cedure. 


Most cost accounting text books say 
that despite variations in techniques there 
are actually only two basic types of cost- 
ing systems: “job order” and ‘“‘process 
cost’. If only to adopt a single descrip- 
tion for a system which in practice is 
somewhat more elaborate, let us accept 
this tenet of the experts and be satisfied 


to call the cost system in use for pulp 
and paper one of “process costing”’. 


Four sections are involved: 

1. Establishment of logical process, de- 
partment or cost centres. 

2. Segregation of costs by elements and 
allocation to cost centres. 

3. Accumulation of production and op- 
erational statistics. 

4. Preparation of cost statements by cost 
centres, units and products. 


Cost Centres 


For accuracy and effective control, 
cost centres in a process cost system 
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should be established after a careful 
study of the product line and manufac- 
turing organization, and should represent 
a logical division of the production flow. 
Over the years there has developed a rea- 


Table 1 
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sonable degree of uniformity in the se- 
lection of the main cost centres and these 
are listed in table 1 below. Alongside 
are given sub-classifications which in 
varying degrees are also in use. 


COST CENTRES 


Main 
OPERATIONAL 
Wood preparation 
Chipping 
Pulp manufacturing! 


Sub-classification 


Logs — mill pond — woodmill — barking — wood refuse 
Chipping — chip handling 
Grinding — acid making — liquor making and recovery— 


cooking and screening — lime plant — size making — 


bleach plant 
Beating and refining 
Machine conversion! 
Finishing 


Each machine 


sheets 
Warehousing 


SERVICE 


Steam power 

Electric power 

Water power 

Burden 

Fixed charges 
tration 


Beaters — Jordans 


Core making — rewinders — jumbos — counter rolls— 


High pressure — low pressure — waste heat boiler 
Purchased — hydro — steam turbine 


Mill burden — general mill maintenance 
Depreciation — insurance — property taxes — adminis- 


In practice there would be separate cost centres for each grade of pulp and for 


each paper machine. 


Cost Elements 
In line with normal costing principles, 
the cost elements are divided into two 
categories, “Direct” and “Indirect”, and 
three classifications, ‘Materials’, ‘‘La- 
bour’, and “Manufacturing expenses”. 


DIRECT 


Direct costs are allocated to appro- 
priate operational and service (power) 
centres on an actual basis, and a repre- 
sentative classified schedule of cost ele- 
ments involved is shown below in table 
es 


No special comments appear to be 





necessary. Sources of origin would, of 
course, be mill store requisitions for ma- 
terials, payroll segregation for labour, 
and vouchers payable register and cash 
book for expense items. 

It will be noted that payroll benefits 
(vacation pay, group insurance, medical 
plan, pension) are shown as part of the 
direct cost of labour, but this is not 
necessarily standard practice in the in- 
dustry. 


INDIRECT 

Indirect costs comprise mill burden, 
general mill maintenance, and fixed 
charges. A representative summary of 








370 


THE CANADIAN CHARTERED ACCOUNTANT 





JUNE 


Table 2 
SCHEDULE OF DIRECT COST ELEMENTS 


Labour 


Operating 
Maintenance 
Premium time 


Materials 

Raw: Logs 
Sulphur 
Lime 
Saltcake 
Chemicals 

Repair Supplies 

Other: Press roll covering 
Operating supplies 
Lubricants 
Wires 
Felts and jackets 
Finishing supplies 
Fuel 


the principal elements involved in each 
of these service centres would be as 
shown in table 3. 

The indirect costs, through applicable 
service centres, are cleared either to op- 
erating cost centres or directly to cost of 
the finished products. There is no stand- 
ardization of practice in this respect. 
Factors such as diversification of product 
v. single product, and unification v. seg- 
regation of manufacturing divisions, will 
influence the policy decision. One factor 
in favour of by-passing the cost cen- 
tres is that such a procedure provides the 
operating department head with an un- 


Payroll benefits 


Expense 


Rentals 
Royalties 
Power (purchased) 





clouded picture of those costs over which 
he himself has control. 


Production and Operating Statistics 


Dollar costs, even by elements and 
cost centres, are of only limited value for 
control purposes, unless measured at each 
step against significant production and 
operating data. Many of the processes 
do not readily lend themselves to definite 
measurements of production or usage. 
What are some of these problems? 

The product starts as a log, finishes up 
as paper, and along the road we have 
chips and pulp. It starts with a board 


Table 3 
SCHEDULE OF INDIRECT COST ELEMENTS 
General Mill 


Mill Burden 
Mill supervision 
Office expense 
Industrial relations 


Purchasing 
Engineering 
Watchmen 


Maintenance 


General mechanics 
Yard and clean up 
General fire system 
Hardware smalls 

Misc. maintenance 





Fixed Charges 
Depreciation 
Property taxes 


Insurance 
(excluding U & O) 
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Table 4 
STATISTICS BY COST CENTRES 


Woodmill 

Logs cut 

Cut per hour 

Steam per M ft. 
Electricity per M ft. 
Man hours per M ft. 
Chipping 

Wood chipped 
Wood chipped per hour 
Electricity per M ft. 
Man hours per M ft. 


Paper Machines 
Production 
Time run 
Daily average 
Average speed 
Average trim Inches 
Average basis weight Lbs. 
Average efficiency % 
Steam per ton of paper Lbs. 
Electricity per ton of paper KWH 
Time down Hours 
Man hours per ton Hours 


M ft. 
Feet 
Lbs. 

KWH 

Hours 


M ft. 

Feet 
KWH 
Hours 


Tons 
Days 
Tons 

Fect 


foot unit of measurement and finishes 
up in tons, and along the road by a pro- 
cess of working both ends to the middle 
a conversion statistic (never the same) 
is developed. The experienced paper 
cost accountant knows from bitter ex- 
perience never to extend his costing be- 
yond the point of no return until this 
conversion statistic — pulp yield per 
unit of wood — is established, exam- 
ined, and considered reasonable in light 
of operating conditions in the period. 
In British Columbia, the recognized 
measurement basis for logs is the B.C. 
log scale. This is based on the number 
of board feet of lumber estimated to re- 
sult from sawing a log with a kerf loss 
allowance of 3/8” per inch cut. What 
the paper mill manager is interested in 
is the aggregate weight of those little 
hair-like wisps of fibre which make up 


Pulp Mill 

Production — Total 
Production — daily average 
Yield per M ft. wood 
Yield per cook 

Steam per ton of pulp 
Electricity per ton of pulp 
Saltcake per ton of pulp 
Sulphur per ton of pulp 
Lime per ton of pulp 
Screenings 

Sewer loss 

Pulp per 100 cu. ft. digester 





only about 50% of the log. Compli- 
cating the picture is the fact that the 
fibre content of wood is never the same; 
it varies with log species, log size, rate 
of growth, age, storage, and even sea- 
sons. After decades of study the indus- 
try is still groping for a completely satis- 
factory measurement standard. Hence 
the initial production statistic in the very 
first cost centre (woodmill) is an esti- 
mate with an error tolerance of possibly 
5% either way. 

Then in the pulp mills, surely we 
must know how much pulp is produced 
for the paper machine, but in practice 
this works in reverse. Pulp production 
(except when the final product is pulp 
for sale) hinges on paper machine pro- 
duction. The paper machine can only 
be given credit for saleable tonnage and 
this, while developed for day to day con- 
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trol from machine weights and estimates, 
can only be arrived at accurately from 
tonnage sold adjusted by opening and 
closing inventories. 


Very simply stated, to arrive at pulp 
mill production, based on the accumula- 
tion of technical control department daily 
reports, paper machine production is seg- 
regated to the various types of pulp 
furnish and adjusted for sewer and 
screenings fibre losses to give estimated 
pulp mill production. Pulp mill produc- 
tion is usually expressed at 10% air 
dry content. 


In addition to the production data, sig- 
nificant usage and efficiency statistics are 
also accumulated and incorporated in the 
costs for control purposes. Some of 
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these by cost centres are shown in table 4 
(see p. 371). 

Preparation of Cost Statements 

The cost office is now in a position 
to prepare cost statements for each cost 
centre in total and by selected units of 
measurement and for each finished prod- 
uct. The finished product cost is built up 
step by step following the actual flow 
of operations, modified at each step by 
inventories in progress. The flow sheet 
(pp. 372-3) will readily illustrate the me- 
chanics involved and this, together with 
a reference back to the description of the 
process given earlier, should enable the 
reader to familiarize himself with the 
basic principles involved in pulp and 
paper cost accounting. 


LUCK 


“We hear a great deal about luck — luck in this, luck in that — but luck is 
only luck in the sense that, when a chance does come along, a man has prepared 
himself to take it. I have seen it happen so many times, but it is the man’s own 
work, and his own preparation, that has made him ready to take the chance when 


it came.” 


—Address to the new members by Sir Ian Bolton, 
president of the Scottish Institute, as reported 
in The Accountant, April 9, 1955 











A Closer Look at the Final 
Examination Results 


By GERTRUDE MULCAHY, B.A., C.A. 
Secretary, Board of Examiners-in-Chief 


DER the terms of Confederation, 

the Provinces were assigned full 
responsibility for and powers of educa- 
tion. The Canadian Institute of Chart- 
ered Accountants, which was incorporat- 
ed under federal authority, consequently 
has no rights in this particular field. 
The uniform examinations in chartered 
accountancy are, therefore, those of the 
individual provincial Institutes. 

The Board of Examiners-in-Chief, 
made up of representatives of the pro- 
vincial Institutes, was formed in 1938 
to administer the uniform examinations 
for each of the Institutes. This Board 
is responsible for the preparation of the 
examination papers and the grading of 
the students’ answers. On the basis of 
the results reported by the graders, it 


recommends to the Institutes the stand- 
ing which should be given to the vari- 
ous candidates who sit for any particu- 
lar examination. 

The onus upon the Board of Examin- 
ers-in-Chief is heavy. In order to guard 
professional efficiency, they must make 
sure that the level of knowledge and 
skill displayed by successful candidates 
will meet the standards of our profes- 
sion. The very nature of the services 
rendered by chartered accountants re- 
quires not only adequate technical knowl- 
edge but also the ability to apply such 
knowledge with skill and good judg- 
ment. The uniform examinations are 
designed primarily to measure the de- 
gree to which the candidates have de- 
veloped these quai,tications. 


ANALYSIS OF FINAL EXAMINATION RESULTS 


As Table I (on p. 376) shows, the 
percentage of clear passes on the 1954 
uniform final examination is the third 
highest percentage realized on the last 
seven examinations. This level was ex- 
ceeded in 1951 and 1953. The increase 
in the rate of complete failures to a new 
high since the May 1950 examination 
should not necessarily present a gloomy 
picture if we take into consideration the 


low percentage of supplementals granted 
Perhaps it indicates that the 1954 exam- 
inations have been more effective in seg- 
regating the good from the poor candi- 
dates. 


The Impact of 
Repeaters on Overall Results 
The degree of success achieved by 
“repeaters” is of considerable significance 
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TABLE I 
COMPARATIVE SUMMARY OF FINAL RESULTS 


No. of 
Candidates Pass 


661 214 
416 192 
734 374 
850 454 
854 422 
848 523 
853 449 


to the overall results of any examination. 
The analysis in Table II gives some indi- 
cation of the impact that these candidates 
have had on the last three uniform final 
examinations. 


In 1953, those candidates who were 
writing the uniform final examination 
for the second or subsequent time were 
much more successful than in either 
1952 or 1954. This was particularly 
true for those candidates who were writ- 
ing supplementals — auditing or ac- 
counting papers only. If the percentage 
of passes for repeaters in the 1954 exam- 
inations had been equivalent to that of 
1952, there would have been an addi- 
tional 31 clear passes. The overall pass 
percentage would have been 56% instead 
of 53%. On the other hand, if the 
candidates in this category had been as 


Supp. 
169 278 

74 150 
135 
144 252 
172 
134 191 
138 


% 
Pass 
32.4 
46.1 
225 51 
53.4 
260 49.4 
61.5 
266 52.6 


Fail 





successful as in 1953, the number of 
clear passes in 1954 would have in- 
creased by 68. The overall percentage of 
passes would have been 60%, which 
would not be significantly lower than the 
62% achieved in 1953. 

From the summary shown in Table III 
it is apparent that the chances of suc- 
cess become progressively less with each 
attempt at the final examinations. We 
might just as well face it — repeaters 
are here to stay. 


Analysis of Results Obtained 
by Candidates Writing the Uniform 
Final Examinations for the First Time 
The results obtained by candidates 
writing an examination for the first time 


TABLE II 


1952 


No. of 


Cand. % Pass 


Writing final examinations 
for first time 505 
Writing full final examinations for 
second and subsequent times .... 159 


Writing supplementals 190 


1954 
No. of 
Cand. 


1953 
No. of 
Cand. 


% Pass % Pass 


56 450 63 


23 146 13 
252 43 
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TABLE III 


1952 1953 


No. of 
Cand. 
First attempt at final .........00.0......... . 505 
Second attempt at final 
Third attempt at final 





is perhaps the most significant criterion 
of the effectiveness of the examination 
as a measurement of individual qualifica- 
tions. 

In each of the last three final examin- 
ations, the percentage of passes of candi- 
dates writing for the first time has been 
consistently higher than the overall pass 
percentage with the Bachelor of Com- 
merce graduates leading the field. How- 
ever, the margin between the B.Com’s 
and their closest contestants, the high 
school graduates, has decreased from 
23% in 1952 to 13% in 1953 and 3% 
in 1954. It is interesting to note that 
while the level of success for the Bach- 
elor of Commerce graduate declined sub- 
stantially in 1954, the high school gradu- 
ates maintained the pass percentage 
achieved in 1953, which exceeded the 
1952 level by 16%. 

On the basis of the results of the last 
three examinations, it would appear that 


% Pass 
56 450 68 555 63 


1954 
No. of 
Cand. % Pass 


No. of 


Cand. % Pass 


207 57 139 37 
191 52 159 30 


the Quebec Licentiate students have only 
a 50% chance of passing the final exam- 
inations on their first attempt. These 
candidates have had the equivalent of 
one year’s university study beyond the 
Bachelor of Commerce level. Yet their 
results have been consistently lower than 
those of the Bachelor of Commerce grad- 
uates. In both the 1953 and 1954 exam- 
inations, these students did not do as 
well as the high school graduates writing 
for the first time. There does not seem 
to be any trend in the results obtained 
by candidates with other university de- 
grees on their first attempt. 


Table V (p. 378) indicates that the 
uniform intermediate examination is not 
only a useful but also a desirable screen- 
ing device preparatory to the final ex- 
aminations: Candidates who passed this 
examination on their first attempt have 
been markedly successful in writing the 
uniform final examination for the first 


TABLE IV 
ANALYsIS OF First ATTEMPTS CLASSIFIED BY EDUCATIONAL BACKGROUND 


1952 


No. of 

Cand. 
High school graduates 285 
Bachelor of Commerce 134 
Quebec Licentiate 


Other university degrees 22 


505 





% Pass 


1953 1954 
No. of No. of 


Cand. % Pass Cand. % Pass 
50 247 66 285 66 
73 107 79 69 
52 69 51 51 
50 27 57 


56 63 
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TABLE V 
ANALYSIS OF First ATTEMPTS CLASSIFIED BY EXAMINATION BACKGROUND 


1952 


No. of 


Cand. % Pass 


Not required to write 
uniform intermediate 
Passed uniform intermediate 
on first attempt 
Passed uniform intermediate 
on second attempt 
Passed uniform intermediate on third 
or subsequent attempts 


time. Another factor pointing to the 
usefulness of the uniform intermediate 
examination is the consistent and signi- 
ficant decline in the pass percentage from 
those who passed the intermediate on 
their first attempt to those who required 
two or more attempts or who were 
exempt from the intermediate examina- 
tion. A breakdown of the results ob- 
tained by Bachelor of Commerce gradu- 
ates writing the final examination for 
the first time leaves no doubt as to the 
advisability of requiring the passing of 
the uniform intermediate examination as 
a prerequisite to writing the final exam- 
inations. The percentage of passes on 
first attempt at finals for Bachelor of 
Commerce graduates not required to 
write the uniform intermediate examina- 
tions was 51% in 1952, 74% in 1953, 
60% in 1954. In contrast, those requir- 
ed to pass the uniform intermediate ex- 
amination obtained pass percentages of 
84%, 83%, and 73% in 1952, 1953, 
and 1954, respectively. The pass per- 
centage on the first attempt at the final 
examinations for Bachelor of Commerce 
graduates who had passed the uniform 
intermediate on their first attempt was 
92% in 1952, 94% in 1953, and 88% 
in 1954. 





1954 
No. of 
Cand. 


1953 
No. of 
Cand. 


% Pass % Pass 


46 126 56 158 50 


73 88 225 87 


40 48 112 


26 37 50 


Weaknesses displayed by some students 
at the intermediate level of their train- 
ing obviously have not been overcome 
by the time they reach the final examina- 
tions. This observation is supported by 
the drastic decline in the pass percentage 
on the first attempt at the final examina- 
tion from those passing the intermediate 
on their first attempt to those requiring 
two attempts. Under the present regu- 
lations of the courses of instruction, a 
student failing the intermediate examina- 
tion for the first time is not prohibited 
from enrolling in the fourth year course. 
As a result, some students are progress- 
ing to the more specialized fields of their 
studies without having acquired a thor- 
ough mastery of the fundamental and 
basic principles of auditing and account- 
ing. It is only reasonable to expect that 
under such circumstances these students 
cannot possibly grasp the full implica- 
tion of the more advanced considerations. 
Consequently, where tested on this level 
of their knowledge, they fail badly. 


Analysis of 
Results of Uniform Final 
Examination Classified by Provinces 
Table VI sets out the percentages of 
passes obtained by the candidates of the 









_— ey 








various provincial Institutes in the last 
five final examinations. 


The British Columbia Institute has 
won the laurels for producing the high- 
est percentage of successful candidates in 
four of the five most recent uniform final 
examinations. In retaining this coveted 
position, it has consistently outranked its 
closest contestant by a margin varying 
from 15% to 19%. The degree of suc- 
cess of the candidates of this Institute 
has exceeded the total pass percentage by 
differentials varying from 16% to 26%. 
It may be claimed that the balmy climate 
of our western coast provides great men- 
tal as well as physical stimulus; even so 
it would seem highly improbable that the 
British Columbia students are as mental- 
ly superior as the above statistics would 
indicate. The key to their success lies in 
the concentrated efforts put forth by the 
members of that Institute to provide a 
thorough program of student training. 
For many years, the British Columbia In- 
stitute has combined a carefully planned 
series of lectures with the regular corres- 
pondence course. In carrying out this 
scheme, it has received the cooperation of 
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TABLE VI 
COMPARATIVE SUMMARY OF FINAL RESULTS BY PROVINCES 


1950 
EEN ee Grate ee hae 48 
ANEMREED MSODURUISER. oasis ccinsen ck cas cbsssispaconves 77 
SN a! Sent eas hea 52 
MU ONE, aiid c sce csacscknsteccnseensnessics 33 
NOUOMRIIREE) i252 08855 oleSs etecaiacdcdl eee ds Seis — 
DUI Ssciccecccdalticn sic ctakhusccdss 46 
IN ec fo cs hose aeendede 58 
Prince Edward Island __ ...................cc00000000 — 
MNES Foch arss ac ated ANE Oi ei iu taint 49 
TNE, = eosin cet a aa 38 








Percentage Passed 


1951 1952 1953 1954 
45 46 68 43 
69 70 87 79 
54 49 64 57 
77 50 56 64 
40 50 50 50 
67 55 50 57 
64 50 69 56 
— 33 50 — 
41 45 52 46 
34 47 38 40 


53 49 62 53 


members of the profession as well as 
members of the faculty of the University 
of British Columbia. In all five years a 
lecture is given to the students on the 
topic covered by each exercise included 


in the course of instruction. The stu- 
dents are required to turn in their les- 
sons one week prior to the lecture deal- 
ing with the topic. These are marked 
under the supervision of the lecturer, 
who then attempts to clear up, in his dis- 
cussion, common misunderstandings dis- 
played by students. In addition, he sets 
out the practical application of the sub- 
ject under consideration. Another inter- 
esting feature of the British Columbia 
program is the strict enforcement of ex- 
amination conditions in the writing of 
the test exercises included in the course 
of instruction. To encourage the regular 
and prompt submission of exercises a 
system of fines has been introduced for 
lessons in arrears. 

This spectacular showing by the 
British Columbia students should provide 
ammunition for those who are attempt- 
ing to convince their fellow members 
that the correspondence course of instruc- 
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tion should be supplemented with lec- 
tures and discussion groups. 

Another factor which undoubtedly has 
had a significant bearing on the results 
obtained by the British Columbia stu- 
dents is the use made of the aptitude and 
personnel selection tests. A substan- 
tial number of the British Columbia 
members have used the results of these 
tests as a guide in the training of each 
student. In order to produce a good ac- 
countant, certain qualities which are in- 
herent to some students must be develop- 
ed in others and weaknesses particular to 
an individual student must be overcome. 

The candidates of the Ontario Institute 
have ranked higher than average each 
year. However, their showing has not 
been nearly as spectacular and consistent 
as that of the British Columbia students. 
Since approximately 35% of the final 
candidates each year are Ontario students, 
any variation in their results has a con- 
siderable impact on the overall results. 

The rating of the Manitoba students 
has improved in the last two examina- 
tions. In 1950, 1951, and 1952, their 
level of success was approximately aver- 
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age, whereas in 1953 and 1954 their 
pass percentage exceeded the overall per- 
centage by a margin of 2% and 5% re- 
spectively. In this Province the lessons 
included in the course of instruction are 
used in conjunction with lecture courses. 


Unfortunately, the Institutes of Quebec 
and Saskatchewan have consistently fallen 
short in their percentage of passes. The 
Alberta Institute, except for a temporary 
increase in 1953, falls in the same cate- 
gory. This Institute has recently started 
a program similar to that of the British 
Columbia Institute. It will be interest- 
ing to see just what effect this will have 
on their results in future years. Further- 
more, on the basis of the results of the 
last five examinations there is no indica- 
tion of an upward trend in the successes 
of these Provinces. 


In view of the few candidates in- 
volved, a change of one or two in the 
number of successful candidates in any 
of the Maritime Institutes produces wide 
variations in their results from year to 
year. There does not appear to be any 
pattern in the results of these Institutes 
over the past five years. 


GENERAL COMMENTS ON WEAKNESSES DISPLAYED 
IN STUDENTS’ ANSWERS 


The reviewers and markers who have 
assisted in the grading task have con- 
sistently commented on the poor quality 
of expression evidenced in students’ an- 
swers. In many cases it is difficult for 
the markers to ascertain the substance in 
the students’ answers. Poor English, dis- 
regard for correct terminology, failure 
to present information in logical se- 
quence, illegible writing and excessive 
verbosity often completely obscure any 
apparent knowledge of the subject that 
the students might have had. 

The reports of the reviewers and mark- 


ers indicated that many of the candidates 
who failed obviously did not have a pro- 
per knowledge of the subjects involved. 
Others appeared to have a fair under- 
standing of accounting and auditing 
theory but failed to recognize its appli- 
cation in a particular set of circumstances. 
Misinterpretation of requirements, fail- 
ure to read the information provided in 
the question, failure to carry answers to a 
logical conclusion, and inability to ex- 
press thoughts clearly were all stressed 
as deficiencies contributing to student 
failures. 








The Chartered Accountant and 
Canadian Business 


By W. G. LEONARD, F.C.A. 


EF we apply the test of the market as 

evidenced by preponderance of ef- 
fective demand over available supply, we 
find that the importance of chartered ac- 
countants in Canadian business has in- 
creased rapidly in the past few decades 
and still continues to expand. This ex- 
pansion has taken place both in the em- 
ployment by business of individuals as 
employees and of firms as professional 
practitioners. To meet the demand for 
trained accountants, professional offices 
have qualified new graduates in unpre- 
cedented numbers and at an increasingly 
rapid rate. As yet there are few indica- 
tions of an impending over-supply. 


Why has the Canadian economy de- 
veloped this rapid rate of absorption for 
trained accountants? Drafting our answer 
to this question involves some exercise 
of personal judgment concerning the di- 
rections in which our economy has been 
moving. Moreover, compressing the 
answer into a few words invites all the 
dangers of oversimplification and attend- 
ant misunderstandings which are always 
present whenever we select a few factors 
which we deem significant and abstract 
them for special notice from the puzzling 
complexity of rapidly moving events. 

It is well established that Canada today 
is becoming an urban and industrial com- 
munity. Two important by-products of 


this transition are the growth of corpora- 
tions and the growth of governments. 


Growth of 
Corporations and Governments 

Many writers have stressed the peculiar 
usefulness of the corporation as the 
handiest device yet invented for the con- 
duct of businesses on a large scale. The 
corporate form permits investors to be- 
come enterprisers on a limited scale with- 
out hazarding their personal fortunes. It 
frees the duration of a business enter- 
prise from the bounds of human mortal- 
ity. It effectively relieves the individual 
investor of the duties and burdens of 
business administration. It creates a busi- 
ness climate in which it is reasonably 
safe for the investor to become an ab- 
sentee part owner and to retain only two 
channels of communication with man- 
agement, namely the annual meeting and 
the published accounts. 

Governments of industrial societies 
necessarily differ in kind from the gov- 
ernments of communities not yet in- 
dustrialized. The climate of industrial 
society is increasingly dynamic. As a 
matter of routine, the livelihood of the 
ordinary citizen is influenced by the 
head-on collisions and accidental side- 
swipes of unbelievably large and power- 
ful group interests. Ordinary people — 
and even some extraordinary spirits 





This article also appears in the Queen’s Commerceman, 1955 issue. 
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among us — become the pawns of the 
game. The individual feels that the 
gigantic play of world-wide forces is not 
to be directed or deflected in any measur- 
able way by the actions or opinions of 
ordinary people engaged in their daily 
pursuits. 


C.A. the Referee 


To the average citizen, this kind of 
world is bearable only if he is assured 
of a referee in the game. The referee 
must possess adequate legal sanctions and 
financial strength to permit him to en- 
force his rulings. The effects of personal 
tragedies are blunted and feelings of 
personal security are validated by the 
actual or promised intervention of gov- 
ernments. Experience teaches that the 
clash of interests in modern industrial 
society inevitably results in the emerg- 
ence of government as the biggest of the 
big businesses. In turn, big government 
dispenses services and largesse to mem- 
bers of the electorate, and this necessar- 
ily causes high rates of taxation on both 
business and personal incomes. 


The growing size and complexity of 
business enterprises and of governments 
have created new administrative problems. 
Increased size naturally causes decreased 
efficiency in administration unless im- 
proved techniques go hand in hand with 
physical growth. Cheap and effective 
means of interchanging accurate informa- 
tion both upward and downward must be 
developed, as must be cheap and usable 
standards which will measure and com- 
pare administrative efficiency in each new 
area of responsibility. Management aids 
which are truly practical and effective 
command large premiums for their users. 
A tremendous appetite has developed 
for junior executives possessing some in- 
sight into administrative techniques and 
endowed with the personal capacity for 
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“growing into” management posts. Not 
all the chartered accountants employed 
by industry, commerce, or government 
possess the necessary personal traits. 
Many of them, however, have risen or 
are in process of rising to the highest 
levels of the institutional hierarchies 
which employ their talents. 


Each increase in size of a business 
organization brings with it added com- 
plexity and the threat of reduced operat- 
ing efficiency. This threat can be met 
effectively only by an intelligent, vigor- 
ous, and sustained attack on the causes 
of inefficiency. A new need is created 
both for planners and designers of sys- 
tems and for enlightened overseers of 
systems. It is easy to understand why 
each increase in size and complexity 
creates an extra demand for trained ac- 
countants. 


Business has need of accountants as 
employees for purposes other than in- 
ternal organization. Management has a 
legal duty to prepare for the benefit of 
shareholders an annual accounting of its 
stewardship. Many of the economic 
facts are complicated and difficult to ex- 
plain. Their effect must be disclosed 
and an interpretation offered in terms 
of annual profit or loss. Reports to 
shareholders must be planned carefully 
so as not to violate accuracy and still be 
made as readable and understandable as 
circumstances permit. 


The accountants’ measurement of an- 
nual business income is a problem of 
major importance and of almost unbe- 
lievable difficulty. Fairness and com- 
parability of profit figures concern not 
only the managers and shareholders of 
the business concerned but many other 
groups. For example, creditors such as 
banks and bondholders use the earnings 
record as a measure of credit-worthiness. 


were ee 


eet 
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Investors and potential investors use the 
earnings record in forming judgments as 
to whether they should buy, hold, or sell 
a particular security at a given price. The 
government uses the earnings record of 
each business concern as a basis for the 
income tax levy. Hence, the fairness of 
the profit figure is a matter of concern 
to all other taxpayers. The feeling that 
each taxpayer bears only his fair share of 
the total burden is essential to the order- 
ly functioning of democratic government. 


C.A. in Public Practice 


Important as are the contributions to 
Canadian business of chartered account- 
ants as employees and officers of business 
concerns, the activities of these chartered 
accountants are not the prime interest of 
the profession as such. Primarily, the 
provincial Institutes of Chartered Ac- 
countants are associations of professional 
practitioners. Their offices and their 
courses of instruction are designed for 
the purpose of producing competent prac- 
titioners and not for the purpose of train- 
ing potential executives. 

Chartered accountants in practice sell 
a variety of services to their clients. They 
act as auditors, tax consultants, trustees 
in bankruptcy, liquidators, designers of 
bookkeeping systems, and management 
consultants. Perhaps the most important 
and typical role of the practising chartered 
accountant is that of auditor. 

As auditor, the public accountant per- 
forms a semi-judicial function. One of 
the leaders of the profession has truly 
stated that in the last analysis, it is his 
independence which is the public account- 
ant’s economic excuse for existence. The 
auditor’s reports are of value to his 
clients largely because third parties 


through long experience have learned to 
tely on the rugged honesty and cool im- 
partiality with which professional audi- 


tors conduct their inquiries and write 
their reports. 

The shareholders of companies rely on 
the auditor’s formally stated opinion con- 
cerning the fairness of the published ac- 
counts submitted by management. This 
reliance is a foundation stone of the 
mutual confidence of shareholders and 
managers which is essential to the order- 
ly functioning of our business world. In- 
come tax assessors rely on the auditor's 
stated opinion as an indication that earn- 
ings are fairly stated on a basis consistent 
with previous years and in accordance 
with accepted principles of accounting or 
else that a clear warning appears con- 
cerning any important inconsistencies. 
Money lenders such as commercial bank- 
ers rely on auditors’ opinions in their use 
of financial statements as an indication of 
the credit-worthiness of borrowers or po- 
tential borrowers. Investors in corporate 
securities are reassured concerning the 
figures of reported earnings which they 
use in placing a relative value on differ- 
ent securities and deciding whether to 
buy, hold, or sell specific items at a 
given market price. 

The auditor is hired and paid by his 
client. However, he is only valuable to 
his client if he has a deserved reputation 
for fearlessness and impartiality. He 
must be independent of his clients but 
this does not mean that he can never be 
helpful to them. Many chartered account- 
ants provide valuable services to business 
concerns as management consultants with- 
out losing their detachment from and in- 
dependence of the actual responsibili- 
ties, hopes, and fears of business ad- 
ministration. 


C.A. as Income Tax Consultant 


Of growing importance to the orderly 
conduct of business is the professional 
accountant’s role as income tax consult- 
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ant. Serious misuse and waste of human 
resources can arise when time and energy 
of business managers is too much taken 
up with endless disputes with the income 
tax authorities. There is danger that too 
many decisions will be made for tax rea- 
sons rather than business reasons or that 
the pattern of events may be distorted 
by an unreasoning fear of attracting taxa- 
tion. Economic efficiency is greatly aided 
by anyone who effectively sheds light on 
income tax perplexities and reduces per- 
sonal irritation and uncertainty. The 
joint tax committee of the Canadian In- 
stitute of Chartered Accountants and the 
Canadian Bar Association performs a 
public service by making annual repre- 
sentations to the federal government con- 
cerning possible improvements in tax 
law and administration. The chartered 
accountants joined with the lawyers sev- 
eral years ago in establishing a non-profit 


and non-political organization known as 
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the Canadian Tax Foundation which 
serves a useful function in studying the 
Canadian tax structure and providing a 
public forum both for better understand- 
ing of the law and amending its imper- 
fections. 

Accounts have aptly been called the 
language of business. In order to oper- 
ate a complex industrial society, we need 
an efficient means of communication, 
measurement, and comparison and an 
automatic trust in its general efficacy. The 
function of accountants is to design and 
maintain this means of communication. 
The practical usefulness of this function 
is proven by the effective demand which 
today exists for the services of trained 
accountants throughout the business 
world. By the test of the market, the 
chartered accountant is more important 
today than he was yesterday and his 
stature increases steadily from year to 
year. 


ACCOUNTING: MEANS OF DISCLOSURE 
“Full disclosure of accounting data corresponds, in economic affairs, to the in- 
stitutions of free press and free speech in political affairs. Let us, as custodians 
of this art, be ever counted on the side of full disclosure.” 


—From “Accounting as a Social Force”, by Arthur 
M. Cannon, C.P.A., The Journal of Accountancy, March 1955 
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APPLICATION OF 
BULLETIN NO. 10 


7 repeal of ITReg. 1100(4) recog- 
nized the accountants’ argument that 
tax rules should not lead to discrepan- 
cies between reported profits and profits 
computed in accordance with proper ac- 
counting principles. While this revoca- 
tion eliminated possible distortions of 
reported net profits arising from the sub- 
stitution of capital cost allowances for 
proper depreciation allowances, it 
brought with it a serious problem of 
income measurement. The onus is now 
upon accountants to see that the applica- 
tion of the right to claim capital cost al- 
lowances without regard to the amount 
of depreciation recorded in the accounts 
is not allowed to lead to another kind 
of distortion of income measurement. In 
many cases, a current tax reduction may 
be effected by making a claim for tax 
purposes in excess of the depreciation 
charged in the accounts. Eventually the 
Opposite situation will arise when cur- 
rent taxes will be increased because avail- 
able capital cost allowances are less than 
depreciation charges. Accountants must 
decide whether such current tax saving 
is to be reflected as an increase in the 
reported net profits for the year. 


The annual reports for the 1954 fiscal 
year, received to date, have been scrutin- 
ized for indications of how Canadian 
accountants are dealing with this prob- 
lem of tax allocation. This review 
brought to light some very interesting 
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and unusual variations in techniques. 
Where there was no mention of the im- 
pact of the application of current tax 
regulations on the determination of the 
reported net profit, it was assumed that 
there was no significant difference be- 
tween the capital cost allowance claimed 
for tax purposes and the depreciation re- 
corded in the accounts. In some of the 
reports, the use of the term “Capital Cost 
Allowances” in the current statement of 
profit and loss and/or the disclosure that 
depreciation had been provided at the 
maximum rates allowed under the In- 
come Tax Act indicated that these two 
amounts were approximately, if not 
exactly, the same. 


Of the annual reports for 1954, in 
which the auditor’s report was dated sub- 
sequent to the release of Bulletin No. 10, 
19% (40 out of 215 reports) included 
a reference to the effect that taxes other- 
wise payable or recoverable for the year 
had been increased or decreased as a 
result of the application of current tax 
regulations. From these reports, it 
would appear that there is no unanimity 
of opinion concerning procedures which 
would provide a most suitable allocation 
of income taxes. In 19 instances, man- 
agement adhered to the theory that the 
measurement of business income should 
take into account the income taxes actual- 
ly payable or recoverable for the year, 
regardless of how such taxes are deter- 
mined. ‘The current tax savings were 
therefore reflected as an increase in the 
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reported net profits or as a decrease in 
the reported net loss. 

The deferred credit method as suggest- 
ed in Bulletin No. 10, or a modification 
of it, was adopted by the management 
of 21 of the companies. The current 
deduction for income taxes, in the state- 
ment of profit and loss, was shown as 
the amount of taxes that would have been 
payable, if the claim for tax purposes had 
been the same as the depreciation charged 
in the accounts. 

The balance sheet presentation of the 
tax reduction applicable to future periods 
under the deferred credit method varied. 
The description suggested in Bulletin No. 
10 — Deferred Credit — “Accumulat- 
ed Tax Reduction Applicable to Future 
Years’’ was used in 10 of the 21 reports. 
On the other hand, the designation of 
this item as a “reserve” was equally as 
popular. Although this use of the term 
does not conform with the basic recom- 
mendations of Bulletin No. 9, it was en- 
couraging to note that in no instances 
was the item set out as part of the share- 
holders’ equity. 

In addition to adopting the deferred 
credit treatment of current reductions in 
income taxes, the management of 7 of 
the 21 companies referred to above ap- 
plied similar accounting treatment to ex- 
cesses claimed in prior years. This was 


ACTUAL EXCERPTS FROM 


Exigencies of space will not permit 
the consideration, in this issue, of the 
more unusual and interesting variations 
of techniques displayed in the annual 
reports for 1954. At this early date, it 
is impossible to arrive at an informed 
opinion as to whether or not the recom- 
mendations of Bulletin No. 10 are gen- 
erally acceptable to Canadian account- 
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effected by restoring to earned surplus the 
excess of prior years’ claims over normal 
provisions for depreciation less accumu- 
lated tax reduction realized therefrom. 
The recorded accumulated depreciation 
was thereby reduced to what it would 
have been had depreciation been consist- 
ently provided on a basis which had 
been established as normal. The related 
tax savings were grouped with the cur- 
rent reductions and set out on the bal- 
ance sheet as applicable to future years. 


In reviewing the annual reports, con- 
sideration was given not only to the 
methods used in the allocating of income 
taxes but also to the techniques adopted 
in disclosing information essential to a 
proper understanding of the situation. 
In most cases, notes appended to the fi- 
nancial statements and/or descriptions of 
the actual items on the statements, to- 
gether with comments included in the 
directors’ report, set out the extent to 
which the current taxes otherwise pay- 
able had been reduced or increased, and 
the amount of capital cost allowance 
claimed for tax purposes. The manage- 
ment of many of these companies are to 
be complimented on the efficiency with 
which they explained the details of the 
circumstances giving rise to their par- 
ticular problem. 





ANNUAL REPORTS FOR 1954 


ants, although over one half of the state- 
ments showing current tax reductions do 
so by following the suggested accounting 
procedures. 

The examples below should not be 
misconstrued as typical of the proced- 
ures adopted to provide the proper allo- 
cation of taxes. They have been pre- 
sented to provide a basis for comparison 
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of the impact of the basic theories of tax 
apportionment on reported net profits 
and to illustrate the advantages of ade- 
quate disclosure. The procedures adopt- 
ed in examples 1, 2, and 5 are based 
upon the premise that, in measuring busi- 
ness income, consideration should be 
given to the income taxes actually pay- 
able or recoverable for the period. On 
the other hand, the treatment accorded 
in examples 3, 4, and 6 reflects the theory 
that the net profit figure must give con- 
sideration to probable consequences of 
higher future taxes resulting from utiliz- 
ing capital cost allowances to reduce cur- 
rent taxes payable or to increase current 
tax recoveries. A comparison of the dis- 
closure and presentation, particularly 
example 4 as contrasted with example 1, 
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should leave no doubt as to the advant- 
ages of disclosure techniques which go 
beyond the bare minimum requirements. 


Current Tax Savings — Increase Profits 


In both examples 1 and 2, the re- 
ported net profits for 1954 have been 
increased by the current tax saving ef- 
fected by the claiming of capital cost 
allowances for tax purposes which were 
significantly in excess of the deprecia- 
tion recorded in the accounts. Although 
in both cases the amount of this current 
reduction is shown, the disclosure of 
example 2 goes beyond the minimum 
requirement set out in Bulletin No. 10 
by stating the amount of capital cost al- 
lowance actually claimed in computing 
the company’s taxes payable. 


Example 1 


In Statement of Consolidated Income 


Income taxes (reduced by $175,000 in 1954 due to deducting additional 


depreciation for tax purposes) ......... 


$855,000 


(Reported net income for the year — $1,381,010) 


Example 2 


In Directors’ Report 


With the repeal of Regulation 1100 subsection (4) of the Income Tax Act the Com- 


pany has reverted to the “straight line’ method of calculating depreciation in use prior to 
September 1, 1949. The Company has continued to claim capital cost allowances based 
on the “diminishing balance’ method for tax purposes and this resulted in a reduction 


of $155,538 in the income tax payable. 


In Statement of Operations 
Depreciation 


Provision for taxes on income ................. 


$246,931 
333,511 (Note 1) 


(Reported net income for the year — $622,733) 


Note to Statement of Operations 


Note 1: The provision for income tax is the amount actually payable and is 
based on Capital Cost Allowance of $598,321 allowable and to be 


claimed for tax purposes. 


Current Tax 
Savings — Deferred Credit 
In both examples 3 and 4, the reported 
net profits were determined after taking 
into account the taxes otherwise payable 
for the year before deducting the tax re- 


duction which results from claiming 
capital cost allowances in excess of re- 
corded depreciation. The credit off- 
setting the charge for the current tax re- 
duction was set out in the balance sheet 
as applicable to future years. In example 
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3, this item was described as a ‘deferred 
credit’ whereas in example 4 it was 
classified as a ‘‘reserve”’. 

Except for the balance sheet descrip- 
tion of the tax saving applicable to fu- 
ture years, the presentation and disclos- 
ure of example 4 follows the recommen- 
dations of Bulletin No. 10. The word- 
ing of the note appended to the finan- 
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cial statements is the wording suggested 
by the committee, except for the last 
eight words. In contrast, example 3 does 
not conform to the presentation suggest- 
ed as suitable. Does the disclosure, in 
this case, comply with the recommenda- 
tion that “The amount of taxes so deter- 
mined should be described clearly in the 
income statement” ? 


Example 3 


In Balance Sheet 
DEFERRED CREDITS 


DRI TEE ers Be coy 


$193,141 


Deferred income tax applicable to future years due to depreciation 
claimed for tax purposes being in excess of that charged to operat- 


ing expenses 
In Income Statement 
OPERATING TAXES 


ONIN NNN on 


RONEN RIE 25 a. 


Total Operating Taxes ...................... 


$1,055,078 
203,265 


$1,258,343 


(Reported net profit for the year — $1,596,051) 


Example 4 


In Directors’ Report 


In harmony with the purpose of stating earnings more accurately, the income tax pro- 


vision reflected in the statement of income for the year has been based not on depreciation 
allowed for tax purposes, but on recorded depreciation, and this tax provision is cal- 
culated to be $308,609 higher than the taxes actually payable with respect to the year 
1954. This excess has been set up as a reserve for taxes payable in future years when, under 
present law, depreciation allowed for tax purposes will be lower than that recorded in 
our accounts. 


In Balance Sheet 
RESERVES: 


For income taxes payable in future years (Note 3) .............ccccccceeeee $ 308,609 


In Consolidated Statement of Income 
Provision for taxes on income (Note 3) ................:cscccsssssescssssssesssesessesseeseeseeees $1,344,549 
(Reported net profit for the year — $1,321,652) 


Notes to Financial Statements 
3. The income taxes payable in respect of the year 1954 amount to $1,035,940. The 
difference of $308,609 between this and the taxes charged against income results 
from claiming for tax purposes an amount greater than the depreciation recorded 
in the accounts. This difference is applicable to those future periods in which 


the amounts claimed for tax purposes will be less than the depreciation recorded 
in the accounts and is accordingly included in the balance sheet in the item 
“Reserve for income taxes payable in future years”. 
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Recovery of Prior 
Year’s Income Taxes 

Although the situations reflected in 
examples 5 and 6 are slightly different, 
they provide a very excellent contrast 
of the treatments relating to the re- 
covery of the prior year’s income taxes. 
In example 5, the tax recovery attribut- 
able to the reported loss on current op- 
erations has been increased by the 
claiming of capital cost allowances in 
excess Of the depreciation recorded in 
the accounts for the period. Since the 
company, in example 6, reported a 
profit on current operations, all of the 
prior year’s tax recovery relates to the 
current excess capital cost allowances 
claimed for tax purposes. 

The procedures adopted in example 
5 are based on the theory that the 
consideration of income taxes in the 
measurement of business income should 
be based upon the taxes actually pay- 
able or recoverable. In this case, the 
$24,000 increase in tax recovery re- 
sulting from the excess claimed for tax 
purposes has been reflected as a de- 
crease in the reported net loss. Accord- 
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ing to the recommendations of Bul- 
letin No. 10, this increase in recovery 
should be viewed not as a decrease in 
the currently reported loss, but as a 
benefit to be deferred to the income 
measurement of future years, when 
this extra capital cost allowance will be 
reflected as depreciation in the account. 
Under this interpretation, the tax recov- 
ery shown in the statement of profit and 
loss would have been $81,800, the 
amount that would have been recover- 
able if the claim for tax purposes had 
been the same as the depreciation 
charged in the accounts. The $24,000 
increase in the recovery would have been 
set out on the balance sheet as a de- 
ferred credit applicable to future years. 


In example 6, as a result of the allow- 
ance for tax purposes exceeding record- 
ed depreciation, current taxes otherwise 
payable have been reduced by $125,000, 
and the company is to recover $345,000 
of the previous year’s taxes. According- 
ly, a total of $470,000 has been set up 
as a deferred tax credit in accordance 
with suggestions of Bulletin No. 10. 


Example 5 
In Balance Sheet 
CURRENT ASSETS 
Income taxes recoverable — estimated ..................sccscsscssssssscssssssesessesesesesees $ 98,427 
In Consolidated Statement of Profit and Loss 
Blet Toss: BEIOLE TECOVETY GF INCOME CARES <n sdcssnccccsscececesinsssccosessendsscensassanee $ 155,630 
Estimated recovery of prior period’s income taxes resulting from the 
loss for the current period — (see Note)............:.cccscssscsessseseesereseseecsnees 105,800 
ERG NN RRR RENIN ce oa Sec Seca scenes ectansau passe cacsseeen ato ts aia then ates $ 49,830 


Note: The estimated recovery of prior period’s income taxes resulting from 
the loss for the current period has been calculated after taking into con- 
sideration depreciation available for tax purposes in excess of the amounts re- 
corded in the accounts of the companies for the period. The estimated recovery 
of income taxes would be approximately $24,000 less if such additional depre- 
ciation had not been available. 
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In Balance Sheet 
CURRENT ASSETS 





(Reported net profit for the year — $226,409) 

Note: The company proposes to claim for tax purposes in 1954 an amount greater 
than the depreciation recorded in the accounts. The effect of this is to offset 
federal income taxes otherwise payable of $125,000 in respect of the year 
1954 and to recover $345,000 of the 1953 federal income taxes paid. These tax re- 
ductions totalling $470,000, which are not reflected in the statements of income 
for the years 1954 and 1953, are applicable to future periods when the amounts 
claimed for tax purposes will be less than the depreciation recorded in the ac- | 
counts and are included in the balance sheet as “accumulated tax reductions 

applicable to future years.” 


Income taxes recoverable ...................c0c000 etd Ee ake ey ah, $ 345,000 
LIABILITIES | 
ACCUMULATED TAX REDUCTIONS APPLICABLE TO [ 
RO MRCS WIND a psc 55s ce Gk spc is Shscu cis snn dun su stipend andi ced ioucioosapeoibess $ 470,000 
In Statement of Profit and Loss 
RS OSS Rr a ee Ee ne $ 129,000 





(Next month consideration will be given to some of the more 
unusual treatments adopted in the preparation of the 1954 financial 
statements.) 
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Students Department 


7. tule that a principal must exist 

before anyone can make contracts 
for him appears at first sight to be ob- 
vious and without application; at most, 
merely a sensible restriction on prenatal 
care. The proposition has, however, 
proved to be pertinent in cases in which 
the alleged principal was a company not 
yet incorporated. 


In a fairly recent income tax case, one 
of the organizers of a company, as yet 
unincorporated, purchased some depre- 
ciable assets on behalf of the corporation. 
The organizer made the purchase in Feb- 
ruary, 1951 and the company was in- 
corporated in August, 1951. In between 
these two dates the income tax law was 
changed to prevent a company from 
claiming capital cost allowance on depre- 
ciable assets acquired by it after April 
10, 1951 for a period of four years (the 
so-called “deferred depreciation” regula- 
tion, since repealed). Now the question 
was, might the company claim capital 
cost allowance on these assets starting in 
1951? The Income Tax Appeal Board 
held that the earliest date the company 
could have acquired the assets was on the 


By J. E. Smyth, C.A. 
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date of its incorporation and that, there- 
fore, the facts came within the income 
tax regulation preventing the taxpayer 
from claiming capital cost allowance for 
the time being. 

* * * * 

We find this idea expressed in a much 
earlier decision which had, however, 
nothing to do with income tax. In 
Kelner v. Baxter (1866) the promoters 
of a company which had not yet been 
incorporated entered into certain con- 
tracts on its behalf. After the company 
was incorporated, but before the con- 
tracts were performed by it, the company 
was adjudged bankrupt. The other con- 
tracting parties sued the promoters, per- 
sonally, for damages for breach of con- 
tract — and succeeded. In his decision 
Justice Willes said, “Could the company 
become liable by a mere ratification? 
Clearly not. Ratification can only be by 
a person ascertained at the time of the 
act done — by a person in existence 
either actually or in contemplation of 
law, as in the case of the assignees of 
bankrupts, or administrators whose title 
for the protection of the estate vests by 
relation.” 


CORRESPONDENCE 


Windsor, Ontario 


Sir: Some time, for the benefit of the 
students, I would like to see some dis- 
cussion of the justification for excluding 
from operating statements a complete 
statement of all types of tax paid by a 


company (i.e., sales, excise, and income 
taxes and customs duties). It seems to 
me that these taxes should be shown just 
as much as municipal taxes, for example. 
All you have to do to prove the point is 
to imagine the effect on a company’s rev- 
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enue when the individual types of tax 
are changed without changing their total 
amount (e.g., sales taxes are increased, 
excise taxes are increased, customs duties 
drastically reduced and income taxes re- 
duced). The operating statements would 
not look at all the same for a manufac- 
turing company having a fair volume of 
dutiable imported material. 

This point will be brought out by a 
comparison of the operating results of a 
Canadian subsidiary with that of its par- 
ent organization in the United States. 
For example, the identical part purchased 
from a United States supplier for both 
companies “costs” more in Canada be- 
cause of customs duties and/or sales tax 
if the item is taxable. The part is worth 
no more in either country and the extra 
cost involved for the Canadian company 
is part of the expense of doing business 
in Canada. 

A proper comparison of the costs of 
government in Canada is difficult because 
of the methods of accounting used. Sales 
tax paid on equipment is capitalized, sales 
tax on supplies is written off to the ap- 
propriate expense account; similarly, cus- 
toms duties on merchandise purchases are 
included in the cost of the article, and 
buried in the cost of sales and inven- 
tories. Sales and excise taxes on sales 
are deducted from the selling price and 
do not show on the operating statement; 
the theory being that the customer pays. 
In view of the fact that most Canadian 
companies charge as much as the traffic 
will bear, and many of their prices are 
based on the cost of competitive products 
from the United States, this would hard- 
ly appear to be an appropriate method of 
showing a very expensive part of the 
cost of doing business in Canada. In- 
come taxes are traditionally considered 
to be a share of the profits rather than an 
expense and are so treated. 
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Many Canadian companies have pub- 
lic and labour relation problems for 
which they advertise the percentage that 
taxes bear of the total sales dollar. Many 
of these important factors are overlooked 
and even are not available in the com- 
pany records. I believe that all these 
taxes are a cost of doing business in 
Canada and should be shown as expenses. 
A few years ago, in a discussion with the 
president of a large Canadian company 
which had just published its results for 
the year, I challenged him to tell me 
what was the total cost of government 
in Canada to his company, not including 
costs buried in costs of suppliers, and he 
admitted that he could not do so within a 
very wide margin from either his pub- 
lished statements or from other records 
of the company; yet his company had just 
previously been engaged in some pub- 
licity trying to combat an attempt by the 
Prairie Provinces to have the import duty 
rates lowered on his company’s products 
and the company had been trying to show 
that, of its total sales dollar, a substantial 
portion of the extra costs of the product 
in Canada was due to higher Canadian 
taxes. 

F. LORENZEN, C.A. 


Montreal, Quebec 


Sir: I have read Mr. Wolff's letter and 
your reply in the April issue of The 
Canadian Chartered Accountant. 

In his letter Mr. Wolff has raised the 
question whether or not taxes on income 
should be treated as profit and loss items. 
I think the answer to Mr. Wolff's ques- 
tion is that income tax when paid by a 
company on its own behalf is an expense 
so far as a shareholder is concerned. 
When income tax is paid by a company 
on behalf of its shareholders, the tax is 








~ 


A Me i 





1955 STUDENTS DEPARTMENT 393 


a distribution of profit. That is the 
English point of view. In England ex- 
cess profits tax paid by a company on its 
own behalf has been held to be an ex- 
pense of the company in arriving at pro- 
fits. Likewise income tax which is paid 
by a company on behalf of a shareholder 
has been held to be a distribution of 
profit. The United States Supreme Court 


has also held that income tax paid by 
a company on its own behalf is an operat- 
ing charge. 
How the tax is calculated should not, 
I think, obscure the fact that it is a tax. 
Mr. Wolff in his letter also raises a 
question as to the nature of profits but 
that, as Kipling says, is another story. 
H. D. CLAPPERTON, C.A. 


PUZZLE 


There is a railway siding as shown 
below. “A” and “B” are freight cars, 
“L” is a locomotive. The shaded area 
is atunnel. “A’’ and “B” are loaded so 
high that they cannot pass through the 
tunnel; “L” can only. 

The trainmen are asked to move ‘‘A”’ 


L 


and “B” in such a way that ‘"A’’ will be 
at “B's” place, “B” at “A’s’’ place, and 
“L” at the same place. The locomotive 
is not to “‘shunt’ either of the freight 
cars forward or backward without be- 
ing attached to them for the full dis- 
tance they move. 


(Submitted by Mr. H. J. Vandermaas, Regina.) 


SOLUTION TO LAST MONTH’S PUZZLE 


There were 79 apples in the barrel to start with, since 
79 less 1 leaves 78, less 1/3 or 26 eaten by Bo leaving 52; 
52 less 1 leaves 51, less 1/3 or 17 eaten by Joe leaving 34; 
34 less 1 leaves 33 less 1/3 or 11 eaten by Mo leaving 22; 


22 less 1 leaves 21 being seven each. 


Thus the apples were consumed as follows: 
Bo: 26 +1447 = 34 


Joe: 17 + 1 


+7 = 25 


Mo: 11 +1+7 = 19 


Discarded 


79 
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THE AUDITOR IN 2055 ! 


(Drawn by Mr. H. J. Vandermaas, Regina, and reproduced here with his kind 

permission. ) 
PROBLEMS AND SOLUTIONS 

Solutions presented in this section are prepared by qualified accountants and 
reflect the personal views and opinions of the various contributors. They are designed 
not as models for submission to the examiner, but rather to provide such discussion and 
explanation of the problems as will make their study beneficial. The editor will 
welcome discussion of the solutions published. 


PROBLEM 1 
Intermediate Examination, October 1954 
(Accounting I, Question 3 (15 marks) 

C, D and E have decided to form a business to manufacture and sell automotive 
accessories. They are not sure whether it would be advisable to form a partnership 
or a private company, under the Companies Act, 1934 (Canada), in order to carry 
out this venture. 

Required: 

Write a letter to C, D and E setting out the advantages and disadvantages of 

the partnership form of entity as compared with the limited company. 

(Income tax implications are to be ignored.) 

NOTE: Students are reminded that due consideration should be given to form 
and clarity of presentation. 
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A SOLUTION 


Messrs. C, D, and E, 
15 Main Street, 
Cityville, Canada. 


Dear Sirs, 

In your recent letter you have raised a question about the relative merits, 

for your proposed new business, of the partnership and private limited company forms 
of organization. We believe that the points listed below should be considered in 
making a decision: 
1. The private limited company has, of course, the advantage of limited liability 
for its members. On the other hand, a partner may be required to contribute his 
personal property should the business be adjudged bankrupt at any time. With 
so much at stake, each partner may feel obliged to take a continuous and active 
interest in the firm’s affairs. In the private limited company it is often possible 
to delegate more of the management function to full-time salaried employees. 


2. The private limited company has the advantage of a continuous existence. It 
can own property in its own name and no legal complications arise on the death 
of a shareholder. On the other hand, the death of a partner dissolves the firm, 
and it is necessary to create a new firm comprising the surviving partners if the 
business is to be carried on. The private company is able, therefore, to make long 
term contracts more readily than a partnership. 


3. A private limited company has a separate legal existence and can sue, and be 
sued, in its own name. When a partnership business is involved in litigation 
with other businesses or persons, the judgment will be in favour of, or against, the 
partners as individuals. Also, because the private company has a separate legal 
existence, a shareholder may enter into contracts, as an individual in his own right, 
with the business. 

4. There is usually more legal expense incurred in incorporating a company than in 
forming a partnership. Further, a change in the nature of operations of a company 
or a change in its capital structure may require application for amendment of the 
charter. A partnership can change the nature of its business simply by agreement 
among the partners. 


5. Additional capital may be obtained in a private limited company by the issue of 
further shares, either to existing shareholders or to new shareholders as approved 
by the directors. The issue of further share capital is restricted, however, by ‘he 
statutory provisions that a private company cannot have more than fifty shareholders, 
exclusive of employees, and cannot offer its shares generally to the public. Additional 
capital may be obtained in a partnership either from existing members or by admitting 
a new partner. 

6. Any change in the relative interests of the members of a private company may 
be achieved by a transfer of shares among them, subject to the approval of the 
directors. In a partnership, a change in the relative interests of the members re- 
quires a formal change in the partnership agreement. 
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7. The distribution of profits of a private company takes the form of a declaration 
of dividends by the directors and each member will receive an amount which is 
proportionate to his holding of shares. The directors cannot declare dividends which 
will impair the capital of the company. The distribution of profits of a partnership 
takes the form of drawings by the individual members and is to some extent, at 
least, in the discretion of each member; the partnership agreement may specify some 
maximum amount for a partner's drawings over a stated period and provide for an 
interest charge on the drawings. 
8. If the business is a private company, every shareholder is entitled upon request 
to a copy of the balance sheet and auditor's report. Each member of a partnership 
is entitled to access to the books of account, apart from any term to the contrary 
in the partnership agreement. 
9. If the business is organized as a private company, the members may be able 
to obtain personal loans from a bank by pledging their shares as security. 

If there is any point which we have raised which is not clear, or if there is any 
further information you wish, please do not hesitate to get in touch with us again. 


Yours truly, 
A. B. C AND COMPANY, 
Chartered Accountants 


Examiner’s Comments 


Many of the candidates did not give comparisons of the two forms of entity. 
On the whole, the main advantages and disadvantages were given but the organiza- 
tion of the letters was generally only fair. 


PROBLEM 2 


Intermediate Examination, October 1954 
Accounting I, Question 4 (17 marks) 


The gross profits of the W Co. Ltd. over the past four years were as follows: 


1950 1951 1952 1953 
$295,600 $318,700 $285,400 $272,600 
% of sales ................ 24% 26% 22% 20% 


The manager of W Co. Ltd. has instructed CA, the shareholders’ auditor, 
to investigate the reasons for the relatively poor showing in 1952 and 1953. 
During the course of his investigation CA discovers the following: 

(i) Cash discounts had been deducted from purchases and inventories 


as follows: 

1949 1950 1951 
Purchases $8,000 $10,000 $22,000 
Closing inventories eb 1,500 2,200 1,500 


In the 1952 and 1953 years cash discounts on purchases had been 


recorded as financial revenue. 
(ii) For the years 1950 and 1951 by-products sold were credited to cost of 








1955 STUDENTS DEPARTMENT 397 


goods sold at selling price. For 1952 and 1953 costs of goods sold were 
credited with sales price less selling costs. It is estimated that selling costs 
were 25% of the sale price for each year. These sales amounted to 
$60,000 for 1950 and $80,000 for 1951. 

(iii) Included in inventories at the end of the 1949, 1950 and 1951 years were 
by-products, valued at selling prices, in the amount of $26,000, $28,000 
and $30,000 respectively. At the end of the 1952 and 1953 years by- 
products were included in the inventories at selling prices less estimated 
selling costs. The amounts so included were $24,000 and $22,500 
respectively. 

(iv) In 1953 production equipment costing $22,000 was charged to purchases. 


Required: 

Prepare a statement of the adjusted gross profit for the years ended 1950, 1951, 
1952 and 1953, showing in detail the adjustments necessary to the above figures 
for gross profits and showing the adjusted gross profit rate for each year. 


A SOLUTION 
W CO. LTD. 
STATEMENT OF ADJUSTED GROSS PROFIT 
for the four years 1950-1953 inclusive 


1950 1951 1952 1953 
Gross profit per statements ...............0..00- $295,600 $318,700 $285,400 $272,600 
Adjustments re change in accounting 
treatment of cash discounts: 
Less cash discounts deducted from 
GPeMIAS INVERCOTY: ..:.-+.;:.....:00.--505..50 (1,500) 2,200) (1,500) 
Less cash discounts deducted from 
SIEBER! of tics den. convalacwics (10,000) (22,000) 
Add -cash discounts deducted from 
ROSIE ANVETOLY. 6,206 6isccsescsinesseseece 2,200 1,500 


Adjustment re change in accounting 
treatment of by-products soJd: 
Less selling costs of by-products ........ (15,000) (20,000) 
Adjustment re change in accounting 
treatment of by-products included 
in inventory: 
Selling costs in opening inventory .... 6,500 7,000 7,500 
Selling costs in closing inventory .... (7,000) (7,500) 


Adjustment re equipment included 











WERT PIED boos sclcic cn sssicesiacSheaschie 22,000 
Adjusted gross profit 2.0.0.0... $ 270,800 $ 275,500 $ 291,400 $ 294,600 
I in ia Net a “$1,231,667 $1,225,769 $1,297,273 $1,363,000 
Gross profit percentage .............ccccccceee 22% 22.5% 22.5% 21.6% 


Examiner’s Comments 


Candidates seemed to lack knowledge of the method of treating by-products 
and a number of solutions eliminated by-product sales entirely. 
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TIMETABLE OF OCTOBER 1955 UNIFORM EXAMINATIONS 


The Board of Examiners-in-Chief gives notice that the 1955 examinations of 
the Institutes of Chartered Accountants in Canada will be written according to 
the following timetable. The morning sessions will be from 9 a.m. to 1 p.m. 
and the afternoon sessions from 2 p.m. to 6 p.m. 


Wednesday, October 12 
Morning session — Final Accounting I 
Afternoon session — Intermediate Accounting I 


Thursday, October 13 
Morning session — Final Accounting II 
Afternoon session — Intermediate Accounting II 


Friday, October 14 
Morning session — Final Accounting III 
Afternoon session — Intermediate Auditing I 


Monday, October 17 
Morning session — Final Auditing I 
Afternoon session — Intermediate Auditing II 


— SS 


Tuesday, October 18 
Morning session — Final Auditing II 


Wednesday, October 19 
Morning session — Final Auditing III 


In September 1954 the Committee on Education and Examinations approved 
the following supplemental conditions relating to the uniform final examina- 
tions, to be effective with the October 1955 examination: 

(1) A candidate securing the required standing in Accounting (a total of 
at least 180 marks in the three papers) and a total of not less than 120 
marks in Auditing (three papers) is allowed to re-write Auditing 
(three papers), but such privilege will hold only for the three next suc- 
ceeding examinations. 

(2) A candidate securing the required standing in Auditing (a total of at 
least 180 marks in the three papers) and a total of not less than 120 
marks in Accounting (three papers) is allowed to re-write Account- 
ing (three papers), but such privilege will hold only for the three next 
succeeding examinations. 
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The Tax Review 


By Melville Pierce, B.A., LL.B. 


RECENT TAX CASES 


Okalta Oils Ltd. v. M.N.R. 


(Exchequer Court of Canada, Cameron J., January 7, 1955) 
Expenses “Incurred” — Whether expenses guaranteed by third party “incurred” 
by expender — Incentive legislation — Expenses of drilling for oil — Construc- 
tion of statute — Real intention of Parliament — IWTA s. 8(6) 


Wartime Oils Ltd., a Crown corpora- 
tion, was formed during the second 
world war to give effect to the govern- 
ment’s policy of encouraging the produc- 
tion of oil in Canada. With that purpose 
Wartime Oils Ltd. entered into an agree- 
ment with appellant company late in 
1943, under the terms of which appellant 
company undertook to drill a well on 
property which it held in Turner Valley, 
Alberta; Wartime Oils Ltd. to finance 
the operation and for that purpose to de- 
posit the necessary funds with a trust 
company. All moneys so advanced were 
to be repaid to Wartime Oils Ltd. with 
interest at 314% but only out of the 
proceeds of oil produced from the well, 
and after repayment of the loan and in- 
terest Wartime Oils was to receive a roy- 
alty of 14% of the oil produced for each 
$12,500 advanced. As security for the 
advances to be made appellant assigned 
to the trustee the property on which the 
well was to be drilled and mortgaged to 
Wartime Oils Ltd. all its interest in the 
petroleum therein. The well was drilled 
and abandoned during 1944 and appel- 
lant company received from the trustee 


$220,000 pursuant to the agreement. Be- 
cause the hole proved dry the advances 
were not repayable by appellant company 
to Wartime Oils Ltd., but appellant com- 
pany contended that it was entitled to a 
deduction in respect of the expenses of 
drilling the well under s. 8(6) of the 
IWTA. The provision referred to pro- 
vides for a deduction from taxes of a 
certain percentage “‘of drilling and ex- 
ploration costs . . . incurred by [a corp- 
oration whose principal business is the 
production .... of petroleum] directly 
or indirectly on oil wells... .” The 
Minister disallowed the claim contending 
that appellant incurred no drilling or 
exploration costs in relation to the well 
in question, and that the costs were in- 
curred rather by Wartime Oils Ltd. The 
appeal of appellant company was dis- 
missed by the ITAB [9 TABC 65], and 
the company appealed to the Exchequer 
Court of Canada. 

Held, the appeal must be dismissed. Sec- 
tion 8(6) of the IWTA is incentive 
legislation designed to encourage the pro- 
duction of oil by enabling a taxpayer to 
recover through tax deductions the out- 
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of-pocket costs of drilling dry holes, and 
inasmuch as appellant in this case could 
suffer no loss under the terms of its 
agreement with Wartime Oils Ltd., its 
claim did not fall within the intent of the 
subsection. “I find it impossible to put 
upon the subsection such a construction 
as would enable a corporation which is 
not out-of-pocket on its operation, but on 
the contrary has had all its expenses paid 
for by another party — in this case a 
Crown corporation — to be repaid for 
such expenses out of taxes which would 
otherwise accrue to the Crown. To do 
so would mean that the legislation was 
intended to confer not only indemnity 
for such losses, but also an additional 
bonus of a like amount, an interpretation 
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which I think Parliament did not con- 
template.” 
Dismissed 


Editorial Note: This decision is being ap- 
pealed to the Supreme Court of Canada, 
and the final outcome may prove of great 
importance in the future development of 
taxation law. The neat issue with which 
the Supreme Court may be faced is whether 
a statute must be construed to give effect 
to the meaning which naturally flows from 
its language or whether, if this appears to 
the Court to lead to a conclusion contrary 
to what Parliament would have enacted had 
it thought of it, the Court can substitute 
the construction which it supposes Parlia- 
ment would prefer. It is a very deep and 
far-reaching issue, and opinions will differ 
as to what the answer should be. 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet, Esq., 0.C. (Chairman), Cecil L. Snyder, Esq., Q.C. (Assistant Chair- 
man), W. S. Fisher, Esq., 0.C. and R. S. W. Fordham, Esq., Q.C. 


229 v. M.N.R. 


Consideration for lease of land — 

Whether lease an emphyteutic lease un- 

der Quebec Civil Code — Power to re- 
possess on three months notice 


A mining company holding land in 
Quebec entered into contracts with its 
employees whereby it leased them land 
for a term of 99 years for an annual rent 
of $1 plus certain other consideration, 
the lessor reserving the right to repossess 
the land so leased on 3 months notice. 
The documents of lease were described as 
“emphyteutic leases” and, apart from the 
lessor’s right to repossess on 3 months 
notice, complied with all the require- 
ments of emphyteusis as defined in the 
Civil Code of Quebec. The Minister 
contended that the leases were not in 


fact emphyteutic leases by reason of the 
lessor’s power to repossess on 3 months 
notice and that accordingly the payments 
made by the lessee were not in the na- 
ture of payments made for the owner- 
ship of land but were merely of the na- 
ture of rent and so chargeable to tax. 


Held (Messrs. Monet and Fisher), the 
Minister was correct and the payments 
made by the lessee subject to tax. 


Que, Jan 21/55 Dismissed 


Editorial Note: This decision, had it gone 
the other way, would have pointed out one 
more distinction between the incidence of 
income tax in Quebec and the other Prov- 
inces arising from differences in legal re- 
lationships under the civil law and the 
common law. By the common law any lease 
of lands for a term of years, however long, 
is a lease as distinct from an estate in fee 
simple or fee tail. One may wonder, how- 
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ever, if a lump sum payment for a 99 year 
lease or a 999 year lease would be re- 
garded as revenue to the lessor, and if so 
in what year or years the revenue is to be 
brought in. 


Page v. M.N.R. 


Business Profit or Capital Gain — House- 

builder building apartment house for in- 

vestment — Sale at profit — Subsequent 

business of building and selling apart- 

ment houses — Whether first profit a 
capital gain 


Page was in the business of house- 
building for many years, and in 1949 
on his doctor’s advice he built a bunga- 
low for the occupancy of himself and 
his wife, his object being to eliminate 
the necessity of his wife having to climb 
stairs. In the same year he built an 
apartment block as an investment to 
provide for his own and his wife’s old 
age. However he was unable to obtain 
the necessary financing and so was un- 
able to adhere to his intention and ac- 
cordingly accepted an unsolicited offer to 
buy the building while it was still un- 
completed, using an advance made by 
the purchaser to complete the building. 
In 1950 he built another apartment house 
which he sold; in 1951 he built and sold 
two more apartment houses; in 1952 he 
built and sold two apartment houses and 
a number of houses. He was assessed to 
income tax on the profit he made on the 
apartment building which he built and 
sold in 1949, and appealed contending 
that it was not his intention at that time 
to sell the apartment house on its com- 
pletion, and that he only went into the 
business of building and selling apart- 
ment houses in the following year in con- 
sequence of having learned how profit- 
able the business was from his 1949 ex- 
perience. 


Held (Mr. Snyder), the profit made on 
the 1949 transaction was a profit from a 
business regardless of what Page’s mo- 
tives may have been. Mersey Docks 
& Harbour Board v. Lucas (1883) 8 
App. Cas. 891, applied. 


B.C., Jan 19/55 Dismissed 


McIntosh v. M.N.R. 
Business Profit or Capital Gain — Pur- 
chase of building lots — Intention to 
build — Subsequent sale of lots to 
builder — Gain not income — Intention 
not significant 


In 1948 McIntosh sold out his grocery 
business at a substantial profit, and at 
the suggestion of an acquaintance joined 
the latter in buying some land which had 
been subdivided into building lots, one 
of the conditions of the sale being that 
houses should be built. McIntosh pur- 
chased one-third of the lots (there were 
165 in all), paying his associates $2,500 
down, the balance of $1,872 being pay- 
able later. Subsequently McIntosh 
decided to dissociate himself from his 
acquaintance, paid the balance due on 
his lots and took a conveyance of the 
lots. He was now without funds and 
had no building experience, and in 
March 1952 granted an option to a con- 
tractor to purchase the lots in groups at 
stated intervals before October 1954. 
The option was exercised and McIntosh 
made a gain of more than $12,000 on 
the deal, upon which amount he was 
assessed to income tax. 


Held (Mr. Fordham), all that McIn- 
tosh was seeking to do when he granted 
the option was to get himself out of a 
financial difficulty, and why he should 
not be able to do so without attracting 
income tax is difficult to conceive. As 
he had never been in such a transaction 
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before, had not been in one since and 
was in fact following an occupation en- 
tirely foreign to the transaction under 
review, (gasoline station business), his 
gain from the latter should be viewed as 
a capital increment. What his intention 
may have been was of little significance: 
C.LR. v. Reinhold [1953] T.R. 11 
(Sc. Ct. Sess.) 

Ont, Jan 31/55 Allowed 


Editorial Note: Although there is nothing of 
particular interest in the facts or decision in 
this case, it is remarkable for one thing, viz 
the learned Judge’s relegation of the doctrine 
of intention to its rightful significance. Mr. 
Fordham cites the recent decision of the 
Scottish Court of Session in Reinhold v. C.LR. 
[1953] T.R. 11 as authority for de-emphasiz- 
ing the role of intention in these capital gain 
cases. Readers will remember that doctrine in 
its extremest form: that a person or corpora- 
tion who buys anything with the intention of 
reselling it at a profit thereby engages in a 
trading venture so that if he does carry out his 
intention and makes a profit it is the profit of 
a business and so taxable. In the ITAB this 
type of case has usually been resolved on the 
answer to this question: did the taxpayer, 
when he bought the property in question, in- 
tend to hold it as an investment, (which word 
was interpreted as meaning property acquired 
with a view to deriving a revenue therefrom) 
or not? This view ran counter to the decision 
of the House of Lords in Leeming v. Jones 
[1930] A.C. 415, but in the ITAB that de- 
cision was largely ignored and preference was 
given to some dicta of the Lord Justice Clerk 
of Scotland in the famous case of Californian 
Copper Syndicate v. Harris [1904] 5 T.C., 
where he said with reference to the facts of 
that case, that the sale or exchange of an in- 
vestment at an enhanced value did not amount 
to trading unless it was done as an operation 
of business in carrying out a scheme for mak- 
ing profit. 


Those words, which are really a truism, 
were, it seems, considerably extended in mean- 
ing when they were applied to different cir- 
cumstances than those which were in the 
mind of the learned Scottish Judge who 
uttered them and ultimately led to the doc- 


trine of intention in its extremest form. And 
now we have another judgment of the Court 
of Session which, as Mr. Fordham says, quite 
rejects the extended meaning which has been 
placed upon the earlier judgment of the same 
Court. 


235 v. M.N.R. 


Business Income — Deductions — Log 
broker remunerated by commission — 
Loss on guarantee of bank loan for prin- 
cipal — Loss of loan made to principal 
— Not related to broker's own business 


Appellant, who described himself as a 
lumber salesman and insurance and 
travel agent, and who acted as a shingle 
and log broker, entered into an agree- 
ment in 1948 with X Co under which 
he was to receive a commission on the 
sale of shingles manufactured by X Co. 
As X Co was short of funds and could 
not obtain a bank loan without a guar- 
antee by a third party appellant guar- 
anteed the bank loan and took a chattel 
mortgage on X Co’s assets as security for 
his guarantee. X Co defaulted on the 
loan and appellant was obliged to make 
payment under his guarantee, thereupon 
foreclosing the chattel mortgage and re- 
couping all but $1200 of the amount paid 
the bank. By error he seized and sold 
assets which did not belong to X Co and 
was obliged to pay the owner thereof 
$200. In his return for 1949 he sought 
to deduct the above two amounts in com- 
puting his business income for that year. 


In 1951 appellant loaned $12,000 to 
a logging company for use in the latter's 
business, appellant’s expectation being 
that he would obtain logs from the log- 
ging company which he could sell. The 
company became insolvent, however, and 
appellant did not receive any logs from 
it for sale. In reporting his income for 
1951 he sought to deduct the said 
$12,000. 
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The Minister disallowed the deduc- 
tions claimed for both years on the 
ground that they were losses of capital 
rather than expenditures made for the 
purpose of producing income from a 
business of the taxpayer. Appellant ap- 
pealed, contending that the guarantee and 
loan were transactions characteristic of 
his type of business, and that they were 
a custom of the trade, but (the Board 
ruled) his evidence was insufficient to 
prove that transactions of this nature 
were a custom of the trade of salesmen 
selling on a commission basis. 


Held (Messrs. Fisher and Snyder), the 
giving of the guarantee in respect of the 
X Co loan, or the payment under it, 
could not properly be described as having 
been made by appellant for the purpose 
of producing income from a property or 
business of appellant within the meaning 
of the exception set out in ITA 1948 s. 
12(1)(a). His loss in realizing on his 
security was rather a loss of capital and 
not allowable as a deduction. The latter 
statement also applied to the $12,000 
loss sustained by appellant in 1951. 


Feb 7/55 Dismissed 


Editorial Note: It has been held that a 
solicitor or an accountant who receives a 
reward for guaranteeing a bank loan for a 
client is chargeable to tax thereon, upon 
the footing that the reward is for services 
and therefore .is of the nature of income — 
notwithstanding that giving guarantees and 
making loans are not part of the business 
of a solicitor or an accountant and are not 
characteristic of either of such professions. 
Here, where it is a question of a loss sus- 
tained by a log brokeg on a guarantee and 
on a loan to his principals, it is held that 
the loss is not deductible, and this notwith- 
standing that the loan and guarantee are 
directly connected to the broker’s regular 
business. The Board holds that in such 


case the loss is a loss of capital, and also 
that the loan and guarantee are not related 
to the earning of the broker’s income from 


his business. Presumably the loss would have 
been allowed if it were established that the 
taxpayer was also in the business of giving 
guarantees and making loans. It will be 
seen that like the old law of husband and 
wife there is a double standard of income 
tax law, one standard for determining what 
is to be included in computing income and 
another for determining what is deductible 
in computing income. 


Arnott v. M.N.R. 


Business Expense — Use of space in 

own home for business purposes — No 

part of expense allocable to business — 
ITA. s. 11(1)(@), 12(2) 


Arnott, who carried on business as 
agent for a number of manufacturers, de- 
riving his income solely from sales com- 
missions, used one room in his house as 
an office and specially fitted rooms in 
the basement for storage of samples, and 
claimed to deduct 15% of his cost of 
electricity, heating, taxes, telephone, in- 
terest on mortgages and the like, as a 
proper deduction in arriving at his in- 
come from his business for a year. 


Held (Messrs. Snyder and Fisher), the 
deduction was barred by ITA s. 12(1) 
(d), which prohibits a deduction in re- 
spect of the annual value of property 
except rent for property leased by the 
taxpayer for use in his business. 


B.C., Feb 8/55 


Editorial Note: It will be observed that the 
appellant was not here claiming a deduction 
of a part of the value of his house but of a 
part of actual expenditures made by him, 
being his estimate of the expenditures attribut- 
able to his business. Had the house been used 
exclusively for business purposes there is no 
question that all expenditures for the purposes 
of his business would be deductible, and if 
the building were 90% used for business pur- 
poses there can be little doubt that the appel- 
lant’s claim would be allowed to that extent. 
The ratio of the present decision, by which 
the deductions claimed are barred altogether, 


Dismissed 


| 
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is not easy to follow, particularly when the 
words of Lord Parmoor are cited in the course 
of the judgment: 


“The balance of the profits or gains of a 
trade is struck by setting against the re- 
ceipts all expenditure incidental to the 
trade which is necessary to earn them.” 


237 v. M.N.R. 


Business Expense — Deductibility of — 

Manufacturing company — Expense in- 

curred in campaign to obtain lower tariff 

— No material asset acquired — Whether 

reduction a lasting advantage — ITA 
5. 12(1)(a) and (b) 


Appellant company was in the business 
of manufacturing and selling in Canada 
a product the basic material of which was 
imported from the U.S.A., and it also im- 
ported a certain type of the finished 
product from the U.S.A. Under the 
Tariff Regulations in force when appel- 
lant commenced business a customs duty 
of 7c was imposed on every imported 
unit, whether it was in finished or un- 
finished form, and without regard to the 
quality of the material. Appellant re- 
tained a solicitor to make representations 
to the Tariff Commissioner with a view 
to obtaining a modification of the tariff 
to remove what appellant regarded as 
an imbalance in its incidence. The 
soliciter went to Ottawa, discussed the 
matter with the Tariff Commissioner in 
a series of conferences, and with other 
officials also, and travelled to England 
to the International Tariff Conference 
where he reviewed the whole matter 
with the Canadian delegation. In the 
end the Tariff Commissioner recommend- 
ed that the tariff be modified as suggest- 
ed by appellant’s solicitor and the Min- 
ister of Finance acted upon the recom- 
mendation. Appellant company paid its 
solicitor $11,000 for his services, and 
claimed a deduction of that amount in 


computing its income for income tax 
purposes. 

Held (Mr. Monet), dismissing the ap- 
peal, even though the expense in ques- 
tion was a proper charge against profits 
according to accounting principles, it was 
prohibited from deduction by ITA 
s. 12(1)(a) and (b) as being an ex- 
penditure on account of capital in that 
it resulted in the acquisition of a lasting 
advantage, namely a modification of the 
tariff: MNR v. Dom. Nat. Gas Co., 
[1941] S.C.R. 19, per Duff C.J.C. at p. 
24. Mil. Coke Co. v. MNR, [1944] 
A.C. 126 at p. 133, applied. 


Feb 10/55 Dismissed 


Cameron v. M.N.R. 


Fiscal Year — Sale of individual's busi- 
ness to corporation — Options to reduce 
taxation rate — ITA s. 34A, 15(3) 


Cameron carried on a business, his 
financial year ending on April 30 of each 
year. On December 31, 1951 he sold all 
the assets of the business to a corporation 
promoted by him and from that day 
ceased to carry on business himself. He 
made application to the Minister for per- 
mission to change his fiscal year-end to 
December 31 in order to avail himself 
of the privilege afforded by ITA s. 34A 
to pay a lower rate of tax for 1951 as 
provided by that section. The Minister 
refused his concurrence, whereupon ap- 
pellant elected to file his return for 
1951 under the provisions of ITA s. 
15(3), i.e. on the assumption that he had 
not disposed of his business in 1951, and 
he was accordingly assessed for 1951 only 
on the profits from his business for his 
financial year ending April 30, 1951. 
In his return for 1952 appellant included 
the profits from his business for the 8 
months ending December 31, 1951 but 
when he was subsequently assessed for 
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that year he objected to the inclusion of 
his business profits for the said 8 months 
of 1951 on the ground that he should 
have been allowed to have those profits 
taxed as part of his 1951 income at the 
low rate provided by s. 34A. 

Held (Mr. Monet, Mr. Fisher concurring 
in the result), this was not a case where 
the taxpayer had changed the fiscal period 
of his business with the Minister's con- 
currence as required by s. 34A, and the 
appeal must therefore be rejected. 


Ont, Jan 31/55 Dismissed 


Pavlica v. M.N.R. 


Business or Employment — Real estate 

salesman employed by trust company — 

Remuneration by commission — Whether 

losses of other years deductible — 
ITA s. 27(1)(e) 


In June 1952 Pavlica entered into a 
contract with a trust company whereby 
the company employed him as a sales- 
man in its real estate department, his re- 
muneration to be solely by commission. 
In his tax return for 1953 appellant 
sought to deduct $1500 for each of the 
years 1951 and 1952 pursuant to ITA 
s. 27(1)(e), contending that these 
amounts were deductible thereunder as 
business losses. 


Held (Mr. Monet), having regard to the 
definitions of “employee” and “employ- 
ment” in ITA s. 139(1), appellant’s in- 
come was income from an employment 
within the meaning of s. 5 of the Act, 
and accordingly he was disentitled to 
the deductions claimed by him for busi- 
ness losses. 


Ont, Feb 2/55 
Editorial Note: 


Dismissed 
The ITA appears to con- 


template a sharp distinction between em- 
ployment on the one hand and business on 
the other, and difficulty frequently arises be- 
cause the clear distinction which the law 
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contemplates does not always exist in fact. 
A professional entertainer, for example, who 
accepts a series of engagements in one year 
may be regarded from one point of view as 
standing in the relationship of employee to 
employer in respect of each of the series of 
engagements and, from another point of 
view, to have the vocation of an entertainer, 
and, of course, a vocation by definition is a 
business for tax purposes. Mr. Justice Row- 
latt dealt with this paradoxical situation 
with his customary brilliance in Davies Vv. 
Braithwaite, 18 T.C. 198 at p. 200. A com- 
mission salesman who acts for one principal 
only may stand in a different position, so 
far as the tax law is concerned, from one 
who acts for a number of principals. There 
seems to be a tendency in the ITAB to 
look at each individual relationship separate- 
ly instead of at the organic whole. 


Pachal v. M.N.R. 


Husband and Wife — Transfer of in- 
come from land by husband to wife — 
Dower rights — ITA s. 21(1) 


In October 1946 Pachal granted a 
lease to Imperial Oil Ltd. by the terms 
of which he was to receive a gross royalty 
of 1214% of all oil and gas produced 
from the land. In May 1950 Pachal 
executed a trust agreement under the 
terms of which his wife became entitled 
to a share of the gross royalty. The 
land was productive and in 1951 and 
1952 the wife derived income from her 
share of the gross royalty. In January 
1952 the wife received some money in 
settlement of a claim for damages for 
personal injury, and in August 1953 she 
executed an agreement with her husband 
undertaking to pay him such further con- 
sideration as might be arranged between 
them as consideration for the grant of 
her share in the gross royalty, and setting 
out that in 1952 she had paid her hus- 
band $1200 therefor. In 1953 the Min- 
ister refunded to the wife the income tax 
she had paid on her income from the 
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gross royalty in 1951 and 1952, and 
assessed that income to her husband under 
ITA s. 21(1). 


Held (Mr. Snyder), what was apparently 
sought to be accomplished by the appel- 
lant in this case does not avail against 
the provisions of the federal taxing 
statute. 


Alta, Feb 3/55 


Editorial Note: While it is not clear from 
the judgment precisely what the appellant 
was seeking to do, this commentator gathers 
his position to be that since a wife is en- 
titled to a dower estate in land under the 
laws of Alberta her income arose from her 
dower right and not from the trust agree- 
ment. This argument was seemingly op- 
posed by the argument that the wife had 
released her dower interest in consenting 
to the original lease to Imperial Oil Ltd. 
With respect to the learned assistant chair- 
man, it cannot be said that this judgment 
sets forth the issues with exceptional clarity. 


Dismissed 


240 v. M.N.R. 
Investment Income — Whether rent de- 
rived from residential and commercial 
buildings is necessarily investment in- 
come — ITA 1948, s. 31(5) 


Appellant, the manager of a retail 
business in Ontario, also derived income 
by way of rentals from a number of 
properties which he had acquired over a 


period of 5 years. The properties con- 
sisted of the following: (1) an apart- 
ment house with 10 tenants; (2) an 
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apartment house with 4 tenants and 
appellant’s family; (3) a commercial 
building with three tenants; (4) a com- 
mercial building of two floors rented to 
one tenant for use as a store; (5) a 
duplex containing two tenants; (6) a 
one-family residence. For some of these 
buildings appellant supplied heat, light, 
and water and janitor services, for others 
he did not. Appellant, his wife and 
son performed the managerial duties 
necessary, he himself spending about one- 
fourth of his time in looking after his 
real estate holdings. In assessing appel- 
lant for 1950 and 1951 the Minister 
treated appellant’s income from his real 


‘estate as investment income and there- 


fore subject to a surtax of 4%. Ap- 
pellant contended that his income there- 
from was from the carrying on of a 
business within the meaning of ITA 
1948 s. 31(5)(b) and was therefore 
“earned income” and not “investment 
income”. 


Held (Mr. Fisher), allowing appellant's 
appeal, having regard to the matters sup- 
plied by appellant and the services per- 
formed by him in relation to the proper- 
ties his relation thereto was not merely 
that of investment but rather that of 
carrying on a business. Salisbury House 
Estate Ltd. v. Fry, [1930] A.C. 432, ex- 
plained and distinguished; Martin v. 
MNR, [1948] Ex. C.R. 529, per O’Con- 
nor J. at p. 533, followed. 


Ont, Feb 15/55 Allowed 























ONTARIO 
Warren R. R. Savage, C.A. has been 
appointed secretary and treasurer of 
Steetley of Canada Ltd., and elected a 
director and appointed secretary and 
treasurer of Dolomite Refractories Ltd. 









Andrew Purdon, C.A. has been elected 
president of the DeLaval Co. Ltd., Peter- 
borough, Ont. 


Canada has decided to open a trade 
commissioner’s office in Salisbury, capital 
of the African Federation of Rhodesia 
and Nyasaland, and has appointed Wiley 
J. Millyard, C.A. as trade commissioner 
in charge. Mr. Millyard has been com- 


mercial secretary for Canada in Bogota, 
Colombia. 





Appointment of William H. Huck, C.A. 
as an assistant deputy minister of the 
Department of Defence Production has 
been announced in Ottawa. 





McDonald, Nicholson & Co., Chartered 
Accountants, Victory Bldg., Toronto, an- 
nounce the admission to partnership of 
Thomas -A. Richardson, C.A. 


Gunn, Roberts & Co., Chartered <Ac- 
countants, 36 Toronto St., Toronto, an- 
nounce the admission to partnership of 
Edward A. Rice, C.A. and John K. 
Walker, C.A. 


Dr. Sidney Smith, president of the 
University of Toronto, has announced 


C.1.C.A. President 
Calls on English Institute Council 
A note appeared in The Accountant, 

April 16, 1955 stating that Mr. J. Grant 

Glassco, president of the C.I.C.A., who 

was visiting Britain in the spring, was 
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NEWS OF OUR MEMBERS 





the appointment of Frank Stone, C.A. to 
the newly-created post of vice-president 
(administration), effective May 1. He 
has also announced that George Court, 
C.A. has been appointed comptroller of 
the university. 


QUEBEC 
H. V. Knowles, C.A. has been appoint- 
ed president of the Montreal Shipping Co. 
Ltd. 


Herve Belzile, C.A. has been appointed 
secretary of Alliance Nationale Mutual 
Life Insurance Co., Montreal, it was an- 
nounced recently by Hon. Es. L. Paten- 
aude, P.C., Q.C., president of the com- 


pany. 


F. W. McIntosh, president of Pepsi- 
Cola Co. of Can. Ltd., announces the elec- 
tion of F. Norman Wilson, C.A. as a vice- 
president of the company. 


CHANGE OF ADDRESS 


Members and students who change 
their address and advise The Canadian 
Institute of Chartered Accountants of 
such change should also notify their own 
provincial Institute. 


Periodic reconciliations of mailing lists 
are carried out but to ensure prompt re- 
ceipt of all provincial Institute mail, it 
is essential that the secretary of the pro- 
vincial Institute be notified directly. 









Institute Notes 


received by the Council of the Institute 
of Chartered Accountants in England and 
Wales at the conclusion of its meeting. 
Says The Accountant, “The president ex- 
tended to him a hearty welcome to which 
Mr. Glassco suitably replied.” 
























i 
: 
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C.L.C.A. Committee Meetings 

The Committee on the Annual Meeting 
Program, under the chairmanship of 
Howard I. Ross, met in Montreal on 
April 29 to consider further plans for 
the 1955 annual conference. Members of 
this committee are J. A. D. Craig, co- 
chairman, E. H. Banks, Frank S. Capon, 
Roland Chagnon, Wm. Hogben, C. L. 
King, and J. R. M. Wilson. 

The Committee on Recruitment and 
Training also met on April 29 under the 
chairmanship of T. C. Kinnear. 

On April 28 the Committee on Maga- 
zine and Publications, under the chair- 
manship of J. J. Macdonell, held a meet- 
ing to discuss magazine affairs. Mem- 
bers of this committee are R. C. Berry, 
Frank S. Capon, K. leM. Carter, R. M. 
Parkinson, Prof. J. C. Taylor, and Jean 
Valiquette. 


Hamilton and District C.A. Association 

The 1954-55 season of this association 
will close with a combined golf tourna- 
ment and annual meeting on June 21 at 
Galt. 


C.A. Club of Western Ontario Hears 
Latest on Electronic Computers 

Recent developments in the field of 
electronic applictions were described to 
the C.A. Club of Western Ontario, meet- 
ing at the Catholic Culture Centre in 
London, by Gordon H. Cowperthwaite, 
C.A. of Toronto. Mr. Cowperthwaite said 
that although at the present time most 
Canadian businesses are not big enough 
to warrant the purchase or rental of an 
electronic computer, they will benefit by 
the field of electronic applications sooner 
than they anticipate. He pointed out 
that two manufacturers are now perfect- 
ing a small machine for general purpose 
computing. 


Windsor and District C.A. Association 


On May 9 the Windsor and District 
C.A. Association held a meeting at which 


the guest speaker was Mr. Sutherland, 
Economist, Ford Motor Co. His topic was 
“Canada’s Prospects in the Short-Term 
Future and the Longer-Term Future”. 


Ontario Students 
Association Annual Meeting 
About 100 students were present at the 
annual meeting of the Chartered Ac- 
countants Students Association of On- 
tario held on May 10 in the lecture hall 
of the Chartered Accountants Building 
in Toronto. Before the meeting, the 
Council of the Association entertained 
at dinner some of the Council of the In- 
stitute as well as guests from the Asso- 
ciation’s branches. The out-of-towners 
were Bob Evoy and Paul Green from 
Hamilton, Bob Teepell and Neil Genge 
from Kingston, Ken Summers and Ralph 
Backman from London, and Ron Elling- 
wood and Roger Emery from Windsor. 
The guest speaker was Mr. J. R. M. 
Wilson, F.C.A., vice-president of the On- 
tario Institute, who extended greetings 
from the senior body. Those present 
were challenged by Mr. Wilson to pre- 
pare themselves to play their part in 
consolidating the position won by the 
profession and to think and act towards 
the eventual solution of the major prob- 

lems faced by the profession today. 

After the conclusion of the business 
part of the program, there was a social 
gathering. The feature film was “Big 
Four Highlights of 1954” and was second 
only to the refreshments in popularity. 

The Association has made tremendous 
strides this past year, thanks in large 
measure to the enthusiasm and energy 
of the retiring president, Bill Broad- 
hurst. Fortunately he continues as a 
member of the Association Council for 
the present year so that the new Coun- 
cil will have the benefit of his experi- 
ence, 


Sports Day 
Sports Day will be on Thursday, June 
16 with Rouge Hills Golf Course again 
the place of the golf tournament. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities should be received by the 14th of the month 
to appear in the following issue of the journal. 

















@Pbituaries 


David Young 
The Institute of Chartered Account- 
ants of Quebec announces with deep re- 
gret the death on March 31, 1955, of 
David Young, a past president of the 
Institute. 


Mr. Young was admitted to member- 
ship in the Institute of Chartered Ac- 
countants of Quebec in December 1925 by 
virtue of his membership in the Insti- 
tute of Chartered Accountants of Mani- 
toba. He was formerly a senior part- 
ner of Price Waterhouse & Co., and 
served the firm in New York, San Fran- 


cisco, Toronto, Winnipeg, and Mont- 
real for over 40 years. He retired in 
1947. 


Mr. Young served on the Council of 
the Institute during the years 1926 to 
1936 and was president in 1933-34. Dur- 


ing his term as president the present’ 


Companies’ Act, Canada, was passed, and 
he took an active part in drafting the 
accounts, audit, and prospectus sections 
of that Act. 


He also took an active part in com- 
munity and church work and was form- 


erly rector’s warden of St. Matthias 
Church, Westmount, and St. Luke’s 
Handbook of Modern Accounting 


Theory, edited by Morton Backer; pub- 
lished by Prentice-Hall Inc., New 
York; pp. 601 and index; price $6.95 
The aim of the editor of this hand- 
book has been “to familiarize its readers 
with the major areas of controversy in 


Church, Winnipeg. He was a member 
of the St. James’s Club, Montreal Club, 
Royal Montreal Golf Club, and the 
Seigniory Club. 

He is survived by his widow and a 
daughter, to whom the members offer 
their deepest sympathy. 


Gordon Hart Nichol 

The Institute of Chartered Account- 
ants of Quebec announces with deep re- 
gret the death of Gordon Hart Nichol on 
April 11, 1955. 

Mr. Nichol was born and educated in 
Montreal and held the degree of Bach- 
elor of Commerce from McGill Univer- 
sity. He was admitted to membership 
in the Quebec Institute on June 17, 1931. 
At the time of his death he was general 
manager of Manchester Robertson Alli- 
son Ltd., Saint John, N.B., and had been 
associated with that firm since 1938. 

He was a national executive member of 
the Canadian Retail Federation and hon- 
orary treasurer of the Canadian Red 
Cross Society’s New Brunswick division. 

To his widow and family the members 
of the Institute extend their sincere sym- 


pathy. 


RECENT BOOKS 


accounting and to evaluate the relative 
merits of related proposals which have 
received or deserve serious considera- 
tion”. The justification of the work is 
acknowledged as being the tendency for 
accounting studies to include an under- 
standing of conceptual doctrines in ad- 
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dition to a mere training in techniques. 

The contributors have been chosen 
from all fields of accounting: 12 are 
academics, 6 are concerned with public 
accounting, and 4 are drawn from in- 
dustry, law and governmental control 
bodies. Each contributor has already dis- 
tinguished himself elsewhere in the lit- 
erature; their names include Garner, Vat- 
ter, Moyer, Devine, Stans, and Greer. 


While the volume is indicated for 
classroom use it clearly has wider appli- 
cation. There is much in its 600 pages 
to stimulate the professional accountant 
who knows only too well the many per- 
plexing questions which arise in prac- 
tice. Questions such as “Is there justi- 
fication in early amortization of certain 
intangibles?” and ‘How should unrepeti- 
tive transactions be handled?” have been 
deliberated in the periodicals through 
the years. This volume attempts to bring 
together most of the sound current 
thought in each area, and because of this 
unification it forms a valuable addition 
to the accountant’s library. Here is basic 
thinking expressed in a comprehensive, 
cross-referenced whole. 


In a brief review it is possible to as- 
sess only a few contributions. Kohler, p. 
206, suggests that since the auditor ad- 
dresses an unknown public then for self 
protection he must “define his activities 
and make them more generally transpar- 
ent to all’. Readers will question whether 
there can ever be such general definition 


of this type. 


Wilcox, p. 256, supports the belief 
that Lifo represents a concept of in- 
come determination and so “should be 
applicable to more than interchangeable 
goods whose sale prices are promptly 
influenced by changes in costs”. Wilcox, 
p- 259, also discusses accelerated depre- 
ciation, whether it arises from a tax in- 
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centive to expansion or from a desire to 
match high replacement costs, actually 
incurred, with short-term market oppor- 
tunities. In any case he suggests that a 
combination of continued inflation and 
accelerated write-offs will bring a fu- 
ture pressure for asset reinstatement. 

Berninger, p. 284, believes that in ef- 
fect the direct cost proponents, through 
their failure to attach fixed costs to prod- 
uct and thence to income, ‘‘deny the full 
implication of accrual accounting”, and 
he quotes Beckett's suggestion that per- 
haps the year is not a long enough period 
over which to determine the burden rate. 

Dale in his paper on labour relations 
outlines the financial aspects of union 
bargaining. On p. 559 he suggests that 
the public accountant “can play an in- 
creasingly important role in labour-man- 
agement negotiations by aiding two par- 
ties in the collection of data, explain- 
ing data, advising and interpreting, in- 
forming on accounting practices in com- 
parable situations”. 

Peloubet’s chapter on the “Historical 
Background of Accounting’ traces the 
influences of business demands, of busi- 
ness organization, and of government 
upon the development of accounting. 
Peloubet indicates that accounting is the 
struggle of many men responding to 
continuous new requirements. He states, 
“The accountant, perhaps more than any 
other professional man, must . . . judge 
what the needs are, analyze conditions, so 
that he can serve those clients who are 
subject to them... .” 

The handbook emerges as the recorded 
thoughts of men who have experienced 
accounting’s problems. Each chapter is 
written in a clear concise manner care- 
fully referenced, and the whole is ade- 
quately indexed. 


W. J. McDoueaLt, C.A. 
Carleton College, Ottawa 
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Tax 


by 


JOHN G. McDONALD 


of the British Columbia 
and Ontario Bars 


with the assistance of 


STUART D. THOM 


of the Saskatchewan 
and Ontario Bars, 
Lecturer in Taxation 
at the Osgoode Hall 
Law School 

Law Society of 
Upper Canada 


For full particulars 
write to: 


This book represents an entirely new 
approach to the subject. Instead of 
merely following the Act section by 
section, a logical, sensible system of 
Chapter headings and sub-headings 


is used. 


You will find all the statutory provisions 
relative to any particular subject 
collected in an orderly sequence under 
the appropriate heading, together with 


the cases and the regulations. 


This book will be kept up-to-date 
with new and re-written material 


as the law requires. 


Available in a solid, expansible 
loose-leaf binder, the price 


(inclusive of Service to 
December 31st, 1955) is: 


$35.00 


BUTTERWORTH & CO. (CANADA) LIMITED 


1367 Danforth Avenue, 
Toronto 6, Ontario 





WORLD'S 
GREATEST VALUE 
IN CALCULATOR 
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A “ONE-TWO” OPERATION 
IN AUTOMATIC 


MULTIPLICATION 
AND DIVISION 


TO MULTIPLY 

Just 

1, Enter multiplicand 

2. Enter multiplier 

Read your answer in the dials 


TO DIVIDE 

Just 

1, Enter dividend 

2. Enter divisor 

Read your answer in the dials 


MARCHANT'S new FIGUREMATIC is the only calculator in its 
price range that brings you this automatic “one-two” operation in 
both multiplication and division. Call the local MARCHANT MAN. 
You'll discover that for fast, simple, accurate operation... 


Any way you figure IT’S MARCHANT! 


a 
C. ( ) R CH ) NT SALES AND SERVICE THROUGHOUT CANADA 


Le 1 S| 
fmanwant 
+X) 


"») 


1 
1 
1 
| 
1 
1 
1 
1 
1 
| 
| 
| 
| 
| 
! 
| 
| 
I 
1 
| 
i 
| 
| 
1 
\ 
! 
| 
| 
| 
J 


Find out how a MARCHANT calculator will help cut your figure- 
work costs and lighten your figuring burden. Mail this coupon 
with your business letterhead for free... 
Index to Modern Figuring by Marchant Methods . . ; 
Descriptive Literature on Marchant Calculators. . . . » OF 
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